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HIS is not a typing exercise. It is the ac- 
tual type-inspection which every Royal 
must pass before it leaves the factory. 


In this particular sample, no less than 
eight characters contain (to us) glaring faults. 


We doubt that you can find them. 

As a starter, however, take a look at the 
“G.”’ It strikes too lightly on the right side. 
The “‘U”’ is out of line. The ‘‘Z’’ leans 
slightly to the left. 


Copyright 1941, Royal Typewriter Company, Inc. 


0 flaws ? 


This is a scientific grouping of characters 
which Royal’s type-inspectors have worked 
out over the years as the best way to dis- 
cover flaws in the type. Even so, it takes a 
very special kind of acute eyesight to spot 
these tiny errors. 

Attention to little details like this has 
won for Royal its leadership in business . . . 
and tn over 20,000 schools. That’s why it’s 
the typewriter which holds the all-time 
speed record—the make that you’re most 
apt to encounter in your first job. 

So learn on a Royal, and be best prepared! 
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All of us have been too patient with 
the time waste, and the inaccuracy 
of the usual methods for handling 
accounting and paper work. 


Figures are no good unless they’re 
fresh and accurate. Ditto one-writing methods get 
fresh, accurate answers! Ditto one-writing meth- 
ods are the natural response of business to the 
too-complex, repetitive systems in vogue. They 
are a revelation to executives who are charged 
with responsibility for payroll, inventory, 
accounting—they are a route to speed, accuracy 
and personal effectiveness. 


Send coupon for fascinating booklets, ‘“The 
New Trend in Accounting,” and ‘Copies, Their 
Place in Business’”—a profitable move for any 
executive! 


DITTO, Inc. 

© t §,. Oakley Blvd., Chicago 

Gentlemen: Without obligation please send me: 

( ) New D-44 Data 

( ) “Copies—Their Place in Business” 

( ) “A New Trend in Accounting—Order-Billing” 
( ) Arrange a Ditto demonstration for me 

My Name 

Company 


Address 
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A shortage of TRAINED ACCOUNTANTS 
in your department 7? 
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Educational Organization 





Some accounting and auditing de- 
partments already are shorthanded 
due to (1) added work and (2) 


conscription of key men. 


E are prepared to do a rapid 

job of training the more promising 
newcomers you have recently hired. That’s 
one big advantage of the I.A.S. method. 
It can be geared to the pace of those who 
want results without delay. 

We have no quarrel with the universi- 
ties and colleges. Nor, as far as we know, 
have they with us. Many classroom teachers 
recognize that accounting is not learned 
by ear—rather it is learned through the 
point of a pencil — and, other things being 
equal, it makes little difference whether a 
student hands his written work to the in- 
structor or mails it. 

When there is a definite need for speed 
in the learning process, the remarkable 
flexibility of I.A.S. training makes it pos- 
sible for the student to select a study pro- 
gram exactly fitted to his individual needs, 
with no waste of time on subjects in which 
he is not interested. 





EXECUTIVE EDUCATIONAL 
COMMITTEE 


JOHN T. MADDEN 
C.P.A., B.C.S., A.M., Se.D. 


President, International Accountants 
Society, Inc. ; Dean, School of Com- 
merce, Accounts and Finance, New 
York University; Former President, 
American Association of University 
Instructors in Accounting; Former 
President, American Association of 
Collegiate Schools of Business. 


DEXTER S. KIMBALL 
M.E., LL.D., D.Sc. 


Chairman, Board of Directors, Inter- 
national Accountants Society, Inc. ; 
Dean Emeritus, nah of Engineering, 
Cornell University ; Former President, 
American Society of Mechanical En- 
gineers; author of ‘Cost ree, 
‘Industrial Economics,” and other 
textbooks. 


LEE GALLOWAY 
B.Sc., Ph.D. 


Vice Chairman, Board of Directors, 
International Accountants Society, Inc. ; 
Former Chairman, Board of Directors, 
The Ronald Press Company; Former 
Director, Department of Management, 
New York University ; author ot ‘‘Office 
Management” and other textbooks. 


GEORGE P. ELLIS 
C.P.A. 


Practicing Certified Public Accountant ; 
Member of Faculty, International Ac- 
countants Society, Inc.; Former Pres- 
ident, Illinois Chamber of Commerce; 
Former President, American Society of 
Certified Public Accountants; Former 
President, Executives Club of Chicago. 


STEPHEN GILMAN 
B.Sc., C.P.A. 


Vice President and Educational Direc- 
tor, International Accountants Society; 
Inc.; author of ‘Accounting Concepts 
of Profit,” ‘Analyzing Financial State- 
ments,’ “Principles of Accounting,” 
and numerous technical articles on ac- 
counting and allied subjects. 
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We have done a great deal of training work in co-operation with big organizations. De- 
scriptive literature will be sent, without cost or obligation, for distribution to those in your 
organization who would like information regarding I.A.S. training for beginners or for expe- 
rienced accountants. A letter to the address below will bring you full information. 
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THIS IS THE TIME FOR CONTROLLERS 
TO MAKE PLANS— 


To Attend the Tenth Anniversary Meeting of 
The Controllers Institute of America 


September 29, 30, October 1, 1941 


Waldorf-Astoria Hotel, New York City 


The Three Day Meeting will present 
MANY NEW FEATURES 


This is a time of unusual stress for controllers. They and their manage- 
ments are encountering many new situations as the demands of the defense 
program on industry expand. It is only by comparing experiences, and by 
discussing the procedures adopted by individual controllers to meet these 
new situations, that controllers can expect to cope with them. 


Hundreds of Controllers 
will be in attendance. Plan to meet them, mingle with.them, chat with them. 
Hear about their problems, tell them yours. On the first day a Hospitality 
Luncheon will make it possible for all to become acquainted. 


Taxes (the new Revenue Act), and The Place of the Controller in the 
Defense Program, will be the two central themes. 

Preliminary Announcements, and Reservation Blanks Will Be in Your 
Hands Shortly. 


PLAN TO BE THERE! 
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Strain on Executive Ability 

MEMBER of The Controllers Institute of Amer- 

ica writes: “Many industries are expanding so 
rapidly, and the problems of executives are becom- 
ing so numerous, that the strain on executive abil- 
ity in this country is enormous”. This appears to be 
an exact statement of fact, to the correctness of 
which hundreds of controllers can testify. 

When the war broke out in September, 1939, it 
was realized by controllers that the consequences of 
such a turn of events would be far-reaching in the 
field of controllership, a field of endeavor in which 
the ground work had just been laid, so far as defin- 
ing the scope of work and of the responsibilities of 
controllers was concerned. A certain degree of uni- 
formity of procedure had just recently been attained, 
and it had been made possible for the business pub- 
lic generally and controllers themselves to have a 
clear picture of what controllership 1s and what 
application of sound controllership principles means 
to a business concern in the way of wise guidance 
and direction, in conservation of assets, in compli- 
ance with multitudinous laws and regulations; in 
short, of sound, progressive management. 

Two presidents of The Controllers Institute of 
America had pointed out to members of the organi- 
zation that the coming of war meant that control- 
lership would be confronted with untold new, heavy 
responsibilities, and that controllers generally would 
have to be prepared to aid not only their companies 
in solving the new problems, but the constituted 
authorities as well, in the oncoming emergency. 

Mr. Roscoe Seybold, who was President of The 
Institute in 1938-1939, in turning over the office to 
his successor, said in his annual address: 

“It has been a year of repeated crises and strain 
because of threats of war; of upsets of existing re- 
quirements and the imposing of new demands on 
business. The threats of war have gone, and war 
has come. That strain has been eased in that at least 
a decision was reached. We face another year of 
changing conditions, and of new conditions, in the 
handling of which controllers must of necessity play 
a large part. We must be prepared to meet these 
new conditions, as plans are made to mobilize the 
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nation’s industrial and financial resources. We must 
expect new conditions, new regulations, new re- 
quirements, and must be ready to assist our com- 
panies in meeting them. 

“Your officers have given thought to these prob- 
able new demands. The Institute can make itself 
extremely useful by studying and analyzing these 
new requirements as they come along and in making 
available to its members definite information as to the 
best methods of procedure under the new conditions. 

“Consideration is being given to the thought of 
The Institute offering the War Resources Board and 
other branches of the government the cooperation 
of the organization as a whole in determining and 
in carrying out the measures that may appear to be 
necessary. Let us measure up to these responsibili- 
ties, as a public service, through our various com- 
panies”. 

In taking over the Presidency of The Institute 
in the fall of 1939, Mr. Oscar N. Lindahl said: 

“Let us hope that war will not come to us. If war 
problems beset us, if this country really becomes 
involved in it, the necessity may arise for control- 
lers as a group to assist the government, as well as 
our own businesses. This may present the big prob- 
lem of my administration. If such a thing should 
come to pass during the coming year I am sure 
that we as a group can evolve a program of co- 
operation with the government that will be a credit 
to our calling”. 

When Mr. Verl L. Elliott became President of 
The Institute on September 24, 1940, he too pledged 
the aid of individual controllers and of The In- 
stitute in meeting the new responsibilities. He said: 

“We are suddenly awakening to the fact that in- 
stead of having an oversupply of labor, factory 
space, raw materials and ships, we are short of 
these items—especially skilled labor. A sizeable por- 
tion of our membership is old enough to remember 
similar conditions in 1916 and 1917—just before we 
entered World War I. Many of our members were in 
that war, in various capacities. The Institute and its 
members stand ready for any needed service to our 
country in the next year. We should be able to help 
our Government avoid some of the mistakes made in 
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the last war, especially in our own line of endeavor. 

“It is realized higher taxes will be needed to 
pay for the defense program. Few if any other or- 
ganizations are in a better position to offer prac- 
tical suggestions, based on long years of experience, 
in connection with tax laws”. 

The member who observes that “the strain on 
executive ability in this country is enormous” has 
put into words the thought that is in the mind of 
every controller. It is fortunate indeed that control- 
lership is so well organized that it is in a position 
to bear that strain and to acquit itself creditably in 
this emergency. The work is being done without 
fanfare or publicity. It is bearing fruit, as is evi- 
denced by the remarkable achievements of industry 
in the past year. 


A Year's Accomplishments 


A the current year of the Controllers Institute of 
America draws to a close it is in order to sur- 
vey the work performed by the organization during 
this period. President Elliott is sending to members 
a report-letter which summarizes the activities of 
The Institute in the past ten months. It is a record 
of which all controllers may be proud. This report 
is a preview of the material which will be pre- 
sented to members of The Institute at the Tenth 
Anniversary Meeting which will open September 
29. Non-members of The Institute who would like 
copies may obtain them by addressing The Institute. 


Guessing Match Continued 


HE guessing match between business concerns 
on the one hand and the Treasury Department 
on the other, on the subject of the capital stock 
tax, is continued with the announcement that a 


general extension of time for filing returns is to 
be granted. Consideration of the declared valuation 
may thus be suspended for the time being. It must 
be noted however that the Treasury is giving serious 
consideration to the thought of making a new rate, 
$1.25, applicable to 1941. 


Ferreting Out Real Meanings 


OW that the Revenue Act drafted by the Ways 
N and Means Committee is on its way, the Com- 
mittee on Cooperation with the Treasury Depart- 
ment, of The Controllers Institute of America, has 
taken up the task of making further recommenda- 
tions, this time to the Finance Committee of: the 
Senate, in the hope of bringing about changes in 
the proposed measure which will remove some of 
the existing inequities and smooth out some of the 
impossible situations which have been created in 
former Acts, in the field of taxes on excess profits. 

The memorandums prepared by this committee of 
The Institute in the past have been so sound and 
convincing, as setting forth the views of technicians 
—the men who will be called on to make an effort 
to comply with the law and to ferret out its real 
meaning—that they have served a useful purpose, 
and have been in great demand by other organiza- 
tions. No work which is of greater importance to 
business confronts the national organization of con- 
trollers. This group does not concern itself with 
rates. It studies the situations created by the reve- 
nue acts and directs attention to impractical pro- 
visions and the startling effects of their application. 
The Treasury Department and Congress lend an at- 
tentive ear to the suggestions made by these tech- 
nicians. 
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The Economics of the Defense 


I understand that most of you have 
read an article in a recent issue of THE 
CONTROLLER by Franzy Eakin in 
which he presents the thesis that the 
defense program could be executed 
with little or no disturbance of ordi- 
nary civilian production and consump- 
tion and with little effect on prices. 
This argument is sound in that it pre- 
sents a possibility—something that 
could be done. May I submit to you 
that it will not be done, and that the 
defense program will not be executed 
without major disturbances of our 
ordinary economic processes, accom- 
panied by a marked rise in prices. It 
is one thing to have the means to do 
a job but it is another thing to do it. 

Mr. Eakin makes some assumptions 
which, in the present circumstances, 
are not justified. He assumes that all 
of our people will work together in- 
telligently and unselfishly to achieve 
the end of adequate national defense. 
He assumes that labor will work 
longer hours; that it will be content 
with existing wage scales; that there 
are no pressure groups seeking to 
capitalize on the emergency; that our 
people will submit to heavy taxes and 
that the political administration of the 
program will be efficient. The fallacy 
of these assumptions is evident to 
everyone who reads the newspapers. 

In order to understand what is hap- 
pening and what is likely to happen it 
is necessary to grasp clearly certain 
fundamental economic principles. I 
shall try to explain briefly, first, how 
our normal peacetime economic sys- 
tem operates, and then how that sys- 
tem of operation is affected by the de- 
fense program. 


Two Basic FUNCTIONS OF 
ECONOMIC SYSTEM 


In our economic system there are 
two basic functions, production and 
distribution. I am using the term pro- 
duction very broadly to include all 


Program 


By Professor H. C. Sauvain 


production of goods and services, and 
the term distribution to include the 
whole system of exchanging goods 
and services for money. 

These two functions are related or 
connected in two ways. On one side 
they are connected by a flow of goods 
from factories, mills, shipyards, and 
the like, to the market. On the other 
they are connected by a flow of money 
income paid out by these plants, mills, 
railways, and so on, to their em- 
ployees, bondholders, stockholders, 
and suppliers of materials, which the 
recipients use for the purchase of the 
goods and services produced. 

This simple concept may be some- 
what elaborated. Broadly, goods may 
be classified as consumers’ goods and 
capital goods. Similarly, the money 
income paid out may be divided into 
money saved and money spent for con- 
sumers’ goods. The money saved, of 
course, flows through the capital mar- 
kets and serves to finance the purchase 
of capital goods. For the sake of com- 
pleteness, some of the money income 
is taken by taxation and spent by the 
government in normal years for peace- 
time goods and services, so the gov- 
ernment is merely another buyer in 
the market. All this has been a bit 


abstract and tedious, but if you have 
followed me thus far I think you will 
see my point. 


DEFENSE Goops Do Not 
Go TO MARKET 


Consider the effect of adding a de- 
fense program to the peacetime func- 
tions of our economic system. First, 
we have the proposition that huge 
amounts of defense goods must be 
produced. Total government appro- 
priations and various commitments for 
the defense program now aggregate 
about 44 billions of dollars, and that 
total is being increased daily. Actual 
expenditures for defense in April 
were about three quarters of a billion 
dollars, and that monthly figure is 
expected to double or triple within a 
year. 

Thus we add to the production of 
ordinary goods a large volume of war 
materials. I say add it because that is 
what we have done until now, al- 
though it is likely that as the program 
develops we will have to reduce the 
production of civilian goods in order 
sufficiently to expand the production 
of defense goods. 

Please remember that these defense 








University’s School of Business. 
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The economic issues are clearly before the American people, 
and the procedure for preventing inflation is thoroughly under- 
stood, it is pointed out in this article, which is the substance of 
an address by H. C. Sauvain, Professor of Finance at Indiana 


Will the powers that be make use of the means which are at 
hand to prevent inflation? Professor Sauvain says he is ‘‘not 
particularly optimistic.” His address was delivered before the 
Indianapolis Control of the Controllers Institute of America on 


The first paragraph of Dr. Sauvain’s speech refers to the last | 
section of an article by Mr. Franzy Eakin, vice-president and 
controller of A. E. Staley Manufacturing Company of Decatur, 
IIlinois, which appeared in ‘The Controller’ for February, 1941. 


—THE EDITOR 
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goods do not go to market. They do 
not enter the distribution system. 
They are not available for civilian 
consumption. They go to the gov- 
ernment. 

Our economic system is further af- 
fected by the increased money income 
paid out in the manufacture of defense 
goods—money paid for wages, ma- 
terials, and the like. Some of this in- 
creased income may be saved, but it 
is a well-established fact that wage 
earners generally save very little. 
Therefore most of this money will go 
for consumer goods if the people who 
receive it are allowed to use it as they 
please. 


DEMAND Must Force Prices Up 


This brings us to the crux of the 
price problem as far as monetary fac- 
tors are concerned. It is estimated that 
the total national income paid out this 
year will amount to about 85 billions 
of dollars. The amount of goods pro- 
duced will also have a value of about 
$85 billions, but $10 or $15 billions 
of that total will be defense goods. 
Therefore, unless something is done 
to reduce purchasing power there will 
be $85 billions of income available to 
buy $70 or $75 billions of civilian 
goods. Obviously, if this purchasing 
power is allowed to go into the mar- 
ket and compete for the limited sup- 
ply of goods the consequence is bound 
to be price inflation. Prices will simply 
be marked up until those goods which 
formerly had a value of $70-$75 bil- 
lions will have a value of $85 billions. 
One of the major problems today is 
to prevent that from happening. 

There are, of course, ways of pre- 
venting it. There are methods of re- 
ducing the amount of money available 
for spending. 

One method is for the government 
to borrow savings. It is clear that if 
people save a part of their incomes 
and invest it in government bonds 
they are able to spend just that much 
less. You appreciate, of course, the dis- 
tinction between borrowing savings 
and borrowing bank credit. The 
former deprives someone of purchas- 
ing power. The latter does not. The 
federal government is well aware of 
the desirability of borrowing savings. 
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COMPULSORY SAVINGS OR TAXES TO 
RESTRICT PURCHASING POWER 


The federal government might con- 
ceivably go so far as to institute a 
scheme of compulsory savings. When 
this subject is mentioned we usually 
think of the so-called Keynes Plan. 
Mr. Keynes is a British economist who 
has worked out a complete plan of 
compulsory savings which has been 
adopted in part by the British govern- 
ment. Essentially, the Keynes Plan 
involves the compulsory deduction by 
employers of some stipulated percent- 
age of the wages and salaries due to 
their employees. The amounts de- 
ducted would be deposited in ap- 
proved savings institutions which 
would in turn invest the money in 
government bonds. The amounts de- 
ducted for each employee would be 
credited to him and held in his name, 
but he would not be permitted to with- 
draw them until after the war. You 
easily can see how far it would be 
possible to go in drafting the savings 
of our people by such a method as 
this. 

The other principal method of re- 
ducing purchasing power in the hands 
of people is by taxation. Whatever 
taxes people pay reduces their pur- 
chasing power by that much. This is 
again a familiar proposition and the 
administration has already embarked 
on a program of heavy taxation. In 
principle this is precisely what should 
be done. There is, however, con- 
siderable basis for criticism of the in- 
come tax proposals now before Con- 
gress. The trouble with the Treasury's 
plan is that it imposes most of the in- 
creased burden on the middle classes, 
that is, on people with incomes of $5 
to $20 thousand a year. This group 
is getting but a small share of the in- 
creased income arising from defense 
activity. 


LARGE PROPORTION ESCAPES TAX 
COLLECTOR 


On the other hand, the Treasury 
plan bears very lightly on the great 
mass of wage earners who are getting 
most of the increased income. One 
might argue the fairness of this in 
terms of principles of equitable tax- 
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ation, but the thing that concerns me 
most is that such a large proportion 
of the increased money payments 
escapes the tax collector and continues 
to inflate the purchasing power avail- 
able for purchase of consumer goods. 

By and large the administration’s 
program of taxation and borrowing 
savings is a move in the right direc- 
tion. However, it is by no means per- 
fect in execution, and it certainly does 
not go far enough. I hesitte to use 
figures ona federal government's fi- 
nances because they change greatly 
from day to day, but, roughly, it seems 
that expenditures during the next fiscal 
year will amount to at least $20 bil- 
lions of dollars, of which some $12 
to $13 billions will be raised by tax- 
ation and $3 to $4 billions by the sale 
of savings bonds. That still leaves a 
balance of perhaps $4 billions to be 
financed by bank credit. As defense 
expenditures mount, and they inevita- 
bly will, this balance will increase 
unless further action is taken to fi- 
nance the program by borrowing sav- 
ings and by taxation. 


SETTLING STRIKES BY WAGE 
INCREASES SEEN AS DANGER 


There is another aspect of this price 
problem, however, which is more seri- 
ous than monetary inflation. That is 
the labor situation. I believe that the 
most serious threat of price inflation 
today lies in the aggressive campaign 
of organized labor for higher wage 
rates. You are familiar with the re- 
cent series of strikes and with the al- 
most invariable formula of settling 
these strikes by wage increases. Per- 
haps even more important are the 
many wage rate increases which have 
been granted without strikes. Wage 
rates in principal industries have in- 
creased 10 to 15 per cent. within the 
last few months. 

Obviously the effect of these in- 
creases in wage rates is to increase 
production costs. In a period of in- 
creasing business volume it is possible 
to absorb some increase in labor eost 
without greatly affecting profit mar- 
gins. Beyond a certain point, how- 
ever, increased labor costs must be 
passed on in the form of higher prices 
unless profits are to be eliminated en- 
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tirely. Therefore, assuming that the 
profit principle is to be maintained, 
it is inevitable that sharply rising wage 
rates must result in sharply rising 
prices. 

I want to emphasize that this labor 
situation is a major factor, perhaps 
the dominant factor, in the price situ- 
ation today. Let there be no misun- 
derstanding; price inflation from this 
cause can be just as serious as price 
inflation from any other cause. 


RECOMMENDS FREEZING WAGE 
RATES 


There is only one solution to the 
problem of wage rates in the present 
emergency—that is to freeze wage 
rates; to bar further increases. Eng- 
land has done it; Germany did it a 
long time ago. In both of these coun- 
tries it has been abundantly clear that 
wage rates had to be frozen in order 
for the economy to function efficiently 
under wartime conditions. 

I am afraid, though, that we are go- 
ing to try to avoid such stringent meas- 
ures for a long time to come. It is 
well known that the present adminis- 
tration derives its principal support 
from labor, and it is to be expected 
that it will resist strongly any move 
which labor would regard as hostile. 

Of course, organized labor does 
have an argument for increased wage 
rates. It contends that this defense 
boom is producing bigger profits for 
capital, that is, for corporate stock- 
holders, and that they are entitled to 
share in the increased corporate pros- 
perity. If we are fair, I think we have 
to admit that labor cannot be expected 
to be content with current wage rates 
if corporate profits are actually in- 
creasing and if stockholders are ac- 
tually reaping a harvest. That has 
been officially recognized by the enact- 
ment of the excess profits tax, and ac- 
tually, corporate earnings in general 
have not increased. I would go all 
the way, though, and say that there 
should be a freezing of wage rates. 
We have the instrument for achieving 
this in the excess profits tax and it 
should be used to whatever extent may 
be necessary. England has found it 
necessary to levy a 100 per cent. ex- 
cess profits tax. 
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GOVERNMENT INFLATES FARM PRICES 


There is still another very signifi- 
cant non-monetary factor in the pres- 
ent price situation,—the Administra- 
tion’s policy with respect to farm 
prices. You have all read about the 
new Farm Bill which increases the 
loan value of our principal staple 
crops. These loan values, of course, 
constitute a floor under market prices. 
Certainly no farmer would sell wheat 
for 75¢ or 80¢ a bushel when he can 
borrow 96¢ a bushel on it from the 
federal government. 

The prospect of a sharp rise in loan 
values combined with other factors 
has already resulted in a sharp rise of 
farm products. We shall soon be 
more conscious of its effect on the cost 
of living then we are now. 

Here again the farm lobby argues 
that increased loan values on crops 
and higher prices are necessary to keep 
the farmer on a parity with industrial 
workers and others who live in the 
cities. The farmers, they contend, are 
entitled to share in the national pros- 
perity created by the defense program. 

All this, you see, results in a vicious 
circle. Higher farm prices raise liv- 
ing costs for urban residents and in- 
dustrial workers. The higher cost of 
living, then, serves as an argument to 
support demands for higher wage 
rates. Higher wage rates and the re- 
sulting higher prices for manufactured 
goods then cause farmers to demand 
higher prices for their products. That 
sort of thing can go on and on indef- 
initely. It is what economists call the 
“price spiral.” 

The question which is being asked 
frequently is whether price inflation 
can be prevented by governmental reg- 
ulation of prices. We already have a 
system of price regulation in Leon 
Henderson’s Office of Price Adminis- 
tration and Civilian Supply, but that 
system is entirely inadequate to pre- 
vent price inflation if the inflationary 
influences I have described are allowed 
to continue. In the first place, Mr. 
Henderson’s office is concerned only 
with the prices of a relatively few es- 
sential products. Secondly, it can not 
control those prices indefinitely in the 
face of rising production costs without 


eliminating profits. The elimination of 
profits is equivalent to the confiscation 
of private property, and we have not 
yet reached that point in the defense 
program. 

But to answer the question directly, 
it is possible to control prices by a 
system such as that adopted in Ger- 
many. That system involves rigid su- 
pervision of all production and distri- 
bution. It involves rationing of the 
use by individuals of thousands and 
thousands of items of consumers’ 
goods. It involves a degree of con- 
trol over our economy and over the 
lives of all our citizens which we have 
always considered inconsistent with de- 
mocracy. In other words, it means 
economic totalitarianism. 

The economic issues are now very 
clearly before us. We can stop the 
forces which are pushing prices up by 
financing the defense program on a 
pay-as-you-go basis and by checking 
the efforts of pressure groups to “get 
theirs.” It means increased taxes and 
it means broadening the base of tax- 
ation. It means that practically all 
new savings must be diverted to the 
government. 

A second alternative is totalitarian 
price control. The third is to pursue 
a passive policy and experience a dis- 
astrous price inflation. 

I am not particularly optimistic. If 
we actually get into this war, public 
opinion will certainly support much 
more drastic measures than the ad- 
ministration has taken to date and the 
administration itself may feel strong 
enough to restrain some of the groups 
it has so long favored. But then, if 
we do get into the war the economic 
strain and dislocation will be infinitely 
greater, and no one can assume to tell 
what the consequences will be. On 
the other hand, we may continue with 
just a program of defense. Despite the 
President's proclamation of an un- 
limited emergency, the continuation of 
merely a defense program would tend 
to continuance of a more or less pas- 
sive policy. Any way you look at it, 
economic developments over the next 
few years are not likely to be favorable 
to the middle class or to the white 
collar class. 
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How May Extra Compensation 
Payments To Salesmen Be Deferred? 


Your letter of April 4 addressed to 
The Controllers Institute of America 
and quoted below was forwarded to 
the Committee on Technical Infor- 
mation and Research: 


“We should like to obtain information 
on the various methods used by industry 
for the payment of extra compensation 
to salesmen. It will be greatly appreci- 
ated if you will refer this letter to a di- 
vision of your organization which might 
help us to locate and obtain such infor- 
mation. 

“The major portion of our business is 
represented in capital goods for heavy 
industry which is subject to tremendous 
variations in annual sales volume. Un- 
der our salesmen’s compensation plan, 
we accfue commission earnings at defi- 
nite rates on various classes of sales; the 
salesman is paid a base rate and expense 
and in addition receives the annual excess 
of accrued commissions over and above 
this base salary and expense rate. The 
plan is working satisfactorily in every 
respect except for the refinements which 
we should like to make in the payment 
basis of the excess commissions. 

“In certain years and especially under 
present conditions, annual commission ac- 
cruals are excessive and we are anxious 
to find some plan of payment whereby 
we can smooth out the peaks and valleys 
in the individual salesman’s personal 
compensation. It is possible that such 
payments might be deferred by the use 
of annuities, pension plans, and the like, 
and we are anxious to get information 
as to the various plans being used by 
other companies. The requirement of any 
plan, of course, would be that it is allow- 
able as a deduction for the current year 
income taxes. 

“We are not interested in the basis of 
such plans but only in the various meth- 
ods of payment, where payments are ar- 
ranged to defer and distribute in future 
periods the current year’s earnings.” 


SHOULD Not WITHHOLD BONUS 


The problem which you present 
seems also to be the problem of one 
of the members of the Committee who 
in his reply says: 


“Our salesmen work on a salary-bonus 
plan and the earned bonus is paid only 


at the close of the year or within thirty 
days after the close of our fiscal year. 

“We can well appreciate the problem, 
but so far we have been unable to find 
a satisfactory answer. The question of 
salesmen’s compensation seems to be very 
vexing and it is very difficult to find a 
plan which does not have some undesir- 
able features, but it seems to us that 
after a plan is once established it is not 
desirable to withhold bonus one year to 
be paid the next, as such a policy is 
bound to create difficulties which would 
far outweigh any benefits which might 
accrue.” 


Another of our members whose 
company is faced with a similar prob- 
lem in its largest sales division also 
says that no satisfactory answer to this 
problem has been found. He further 
states: 


“For several years we have operated 
substantially as follows: The salesmen 
have been paid salaries that are equal to, 
or possibly a little better than average 
salaries for the quality of salesmanship 
required, and in addition to these salaries 
we have paid to them an additional 
amount in those years in which the total 
volumes and profits of the company were 
above normal. 

“Our practice produces for the sales- 
men a more even earning than does that 
used by the inquirer. 

“It occurs to me that the results which 
the inquirer desires to secure can be at- 
tained through a special type of pension 
insurance contract. Such a contract might 
have among other provisions one which 
would permit him to draw in any year 
in which his earnings were below a fixed 
amount against the credits which had ac- 
crued to him under the plan, or the pro- 
visions of the pension plan might be such 


as to allow the salesman to draw for such 
periods of time as he wished the annu- 
ities that were at that time accrued to 
him; that is to say, that in a year in 
which his earnings were low he might 
draw against the insurance contract and 
in years in which his earnings were high 
he would not draw against the insurance 
contract but leave all the amounts to ac- 
crue for later withdrawal. 

“The foregoing suggestions are but a 
few of those that might be made for the 
solution of this problem through the use 
of a special insurance contract.” 


Basic SALARY AND MAXIMUM 
COMPENSATION 


With the hope that some of the 
principles involved may be of use to 
you, one of our members outlines the 
policy set up by his company: 


“Sales expenses are so large and are 
not necessarily related to completed sales 
(i.e., a lot of good will work is done) 
that the company undertakes to pay for 
reasonable expenses of salesmen. 

“Basic salary is paid to salesmen be- 
cause of the lack of a stable demand for 
the product. 

“Maximum compensation set to pre- 
vent salesmen from earning more than 
a reasonable amount for their efforts. 

“Commissions are paid on delivery of 
products and the limitation as to maxi- 
mum compensation is applied on this 
basis. Thus, a salesman who sells a. con- 
tract that will require four years to com- 
plete will in all probability receive his 
maximum compensation over the four 
year period instead of just ome year, as 
would result from the application of the 
limitation as to maximum compensation 
upon the basis of sales made within a 
single year.” 





compensation to salesmen. 


bers of the committee. 





| This article, in the form of a letter from Mr. R. S. Holden, 
| chairman of the Committee on Technical Information and Re- 
search of The Controllers Institute of America, to a member of 
The Institute, throws new light on methods used in paying extra 


Eight pertinent responses were made to the inquiry by mem- 


—THE EDITOR 
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DIFFERENT PLANS FOR VARIOUS 
GROUPS 


A member of our Committee tells 
us that his company has three groups 
of salesmen. For that reason it has a 
number of plans for compensation. 
The most important of these plans are 
described as follows: 


“1. Straight commission where a man 
pays all his own expenses but reports 
same to us to eliminate the Social Secur- 
ity expense and Old Age Benefit Tax on 
that portion of his commission which is 
reimbursement on his traveling expenses. 

“In most instances where a man is on 
a straight commission he gets a draw 
which is generally less than his commis- 
sions and he develops a balance due him 
which is settled at the end of the year. 
Sometimes a certain amount is held back 
against the first quarter draw in case his 
commissions are not equal thereto. 

“2. Commission plus travel expense. 
The salesman receives reimbursement 
weekly for the expense incurred during 
the previous week. We use the Runz- 
heimer plan for car expense and a cer- 
tain per diem amount depending upon 
the territory and type of accounts. The 
commission earned by a man is paid to 
him monthly and does not vary greatly 
from month to month during the year. 

“3, A straight salary plus a fixed ex- 
pense with a sales quota and override. 
Commission is paid for all sales over a 
certain amount and the override is ad- 
justed at the end of the fiscal year. 

“As you can see from the above we 
have no acute problem of having a large 
sum of money to be paid a salesman one 
year and very little the next. I have 
heard of some firms which have the sales- 
men leave a certain amount with the firm 
to level off their receipts and pay a cer- 
tain amount of interest, but to attempt 
to regulate the financial program for a 
salesman is assuming a certain moral ob- 
ligation and our only problem is not to 
permit a salesman to get a drawing ac- 
count greater than what he can liquidate 
from his unshipped business.” 


COMMISSIONS ACCRUED COULD BE 
UsED FOR COMPANY EXPANSION 


A more general discussion of the 
subject comes from one of our mem- 
bers who hopes that his viewpoint may 
be of some value: 


“We do not employ salesmen in our 
organization and other members of the 
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Control with whom I have talked advise 
that they are paying commission as it is 
earned. 

“The inquirer’s letter indicates that his 
company is now operating on the same 
basis but that he wishes to formulate a 
plan whereby salesmen will be paid a 
more or less equal amount each year 
rather than have earnings large in one 
year and very small in other years. This 
is a splendid idea and my own personal 
opinion is that it would perhaps be bet- 
ter to pay a certain portion of these com- 
missions in the current year and to set up 
a reserve of the balance to be paid over 
a period of perhaps five years. 

“Annuities purchased at the present 
time return so little on the investment I 
would not be in favor of using these 
commissions for that purpose. Perhaps 
the company could agree to pay interest 
on the commissions accrued and could 
very well use this cash in expanding its 
business, which is so necessary at the 
present time for defense work, and both 
the employees and workers would benefit 
thereby. 

“Some companies in the heavy industry 
class are placing their salesmen on a 
straight salary basis and eliminating com- 
missions. This plan might also be worthy 
of consideration provided the company 
feels that it could continue the same 
salary under varied conditions and over 
a period of years. Naturally the sales- 
man’s salary at the present time should 
be increased materially, but it should also 
be taken into consideration that it can- 
not be higher than the company can af- 
ford to pay over a period of years, taking 
into consideration the defense boom. 

“Any plan whereby commissions can 
be distributed over a period of years 
rather than in any one year will result 
in a benefit to the salesman from an in- 
come tax standpoint. His income will 
be evenly divided and he will have a 
sense of security after the defense boom 
is over. This will give time for any re- 
adjustment that may be necessary.” 


FROM THE CORPORATION'S TAX 
ANGLE 


Another member makes the follow- 
ing suggestion: 


“In the situation as described it ap- 
pears that the corporation is more in- 
terested in arranging to defer and dis- 
tribute in future periods the current 
year’s earnings of their representatives 
and it does not indicate if the prime pur- 
pose of this is to smooth out the peaks 
and valleys of the individual salesman’s 
personal compensation from the sales- 


man’s tax angle—or from the corpora- 
tion’s cash position. 

“It would appear that if it is from the 
corporation’s cash position as well as the 
mere distribution to the men of current 
year’s earnings at a later date, it would 
be possible to use an instalment note, for 
in this case the corporation would get 
the benefit of the full deduction in the 
year in which the commission was earned 
and the representative would have to re- 
port the discountable value of the note 
received but actually would not receive 
the cash until a subsequent period, and 
the corporation would then be in a posi- 
tion to budget its cash requirements in 
accordance with the maturities. 

“While the above would have the ef- 
fect of deferring and distributing in fu- 
ture periods the salesmen’s excess cur- 
rent commissions, it would not relieve 
him from an income tax standpoint be- 
cause the market value at the time of re- 
ceipt would still have to be reported.” 


ACCRUAL OF REAL COMMISSION 


You may be interested in the fol- 
lowing plan which is used by a com- 
pany with which one of our members 
does business: 


“The salesmen receive a salary and a 
small rate of commission, which usually 
does not amount to more than 50 per 
cent. of his salary. The rate of commis- 
sion does not vary, but the salary for each 
year is based on the gross profit made in 
the preceding year by that salesman. 
This amounts to an accrual of his real 
commission spread over the pay periods 
of the succeeding year.” 


One of our members makes this 
comment regarding the plan used by 
his company: 


“Our particular set-up has no unusual 
features, and for that reason may not be 
of any help to the inquirer; but for what- 
ever it is worth, it is as follows: 


“Ali salesmen’s extra compensation is 
paid on a quarterly basis. For example, 
salesmen receive a check in April for 
all commissions accrued for the first quar- 
ter. When a situation arises where there 
are peaks and valleys in the quarterly 
payments, we withhold 25 per cent. of 
the commissions payable for the first 
three quarters and pay this withheld 
amount along with the check for the 
fourth quarter commissions. 

“Such commissions as are earned are 
paid in addition to salaries and expenses, 
which are paid on a monthly basis.” 
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Application for Necessity Certificate 
Must Supply Multitudinous Details 


I should like to cover a very particu- 
lar phase of the necessity certificate 
procedure. The question of changes 
and substitutions in facilities that have 
been covered by applications for neces- 
sity certificates is one which will be 
encountered by many companies hav- 
ing contracts with the government. 

With respect to many details, uni- 
formity of view has not as yet been 
established between the Army and 
Navy certification units and the Treas- 
uty Department, although all three 
branches of the government are doing 
as much as possible to handle prob- 
lems and questions that arise. 

In handling certification problems 
of my company, I might state that 
most of our applications have involved 
substantial sums and have been sup- 
ported with lengthy lists showing de- 
scriptions, estimated costs, and other 
pertinent details as to the facilities. 
Many of them have covered a full ex- 
pansion program—facilities necessary 
to provide large increases in capacity, 
and one expansion program has fol- 
lowed another so closely that for many 
months there has been no let-up in 
providing plant capacity. 

The lists furnished with our neces- 
sity certificate applications represent 
the best estimates of our own engi- 
neers as to the items to be acquired 
and the cost thereof. Many of the 
items listed and described obviously 
are subsequently acquired but in deal- 
ing with expansion requirements of 
the magnitude of ours, there are many 
items found necessary which are not 
specifically described in the lists. In 
listing items other than building ad- 
dition and factory machinery, we 
found it necessary to deal by classifi- 
cation—such as under shop equipment 
the list contained some _ twenty-five 
classes of equipment—almost the 
whole alphabet—ranging from as- 
sembly stands to time clocks. This 
was about the only practical way we 


By F. E. Burnham 


could do the job, and apparently it 
satisfied the certification units because 
our certificates were issued. 


WHEN PURCHASES DEVIATE FROM 
ORIGINAL LIST 


In building additions and factory 
machinery, for practical reasons the 
actual purchases will undoubtedly de- 
viate from the original list. This has 
presented a considerably complicated 
and technical problem and brings me 
to the particular phase of the subject 
of necessity certificates that I have in- 
dicated—the question of changes and 
substitutions of facilities. 

It is important to bear in mind that 
the certificate covers the facilities phys- 
ically described therein from their 
physical standpoint and not from a 
cost standpoint. I am informed that 
it is the belief in Washington that 80 
to 90 per cent. of applicants who have 
received necessity certificates will have 
changes in facilities representing “‘dif- 


ferent facilities’ which will not be 
covered by timely applications. The 
Treasury Department has, tentatively 
at least, taken the position that any 
change or substitution resulting in the 
acquisition or construction of new and 
different facilities must be covered by 
new and timely necessity certificate ap- 
plications if they are to qualify for 
amortization. 


ARMY AND Navy DISAGREE WITH 
TREASURY 


I am sure that in past emergency 
times we shall not want to find that 
we are certified only to the extent of 
80 or 90 per cent. of what we thought 
had been certified. The Army and 
Navy are not as yet in accord with 
this view of the Treasury Department 
and feel that some rule of reason will 
have to be adopted. This certainly is 
a major problem and one which 
should be clarified soon. 

I am going to mention three spe- 





near future. 


has been through the mill. 





Some of the problems encountered by business concerns which 
| are doing business with governmental agencies, especially in the 
| matter of obtaining certificates of necessity and in the even 
more important matter of obtaining payment for facilities sup- 
plied, were described by Mr. F. E. Burnham, general accountant 
| of United Aircraft Corporation, in the Eastern Spring Conference 
| of Controllers in New York City, on April 14. 

Even obtaining a certificate of necessity has become a com- 
plicated procedure. Identifying the items supplied by the con- 
| tractor, when changes and substitutions are made, creates a 
_ whole series of problems. To be able to state definitely in advance 
of making a contract for erecting a building and for providing | 
certain machines, just what items will be needed and what 
their cost will be is almost a superhuman accomplishment. 

Mr. Burnham recommends that applications be supplemented 
or new timely applications filed in order to identify beyond 
doubt whatever new facilities may be acquired following the first 
application. He hopes, like many others in his position, that the 
amortization section will be simplified by law or regulation in the 


| Mr. Burnham’s treatment of this subject is enlightening. He 
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cific examples of substitutions or 
changes in facilities. The first, I have 
been advised, presents no problem, 
the second is a borderline case, and 
the third is a real problem. 

The first example is simply three 
Cincinnati milling machines listed in 
the application as compared with three 
milling machines of another make ac- 
tually acquired. If the machines ac- 
tually acquired are to do the same 
work as the three machines listed in 
the application, there should certainly 
be no question of substitution raised. 

Secondly—this is a borderline situ- 
ation—several standard machine tools 
were listed in the application com- 
pared with a single expensive special 
purpose machine actually acquired. 
This may or may not be a substitution, 
depending upon the facts. It prob- 
ably would not be regarded so if the 
cost were less than the standard ma- 
chines; if greater, the change may 
cause trouble. If it can be shown that 
the work of the single purpose ma- 
chine is the same as that to be done 
by the several standard machines, there 
is probably no certification problem. 
In the interests of certainty, however, 
it would appear desirable to cover this 
machine by a new and timely applica- 
tion. 

In my third example, which I say is 
a real problem, I am using the case of 
a building addition. Suppose the ap- 
plicant described a certain specific 
building addition to be located in a 
certain area in relation to existing 
buildings and that later developments 
indicated the need for a further small 
addition elsewhere which was not de- 
scribed. Assume also that there was 
enough money available for such fur- 
ther building addition. Assume also 
that the construction cost less than the 
estimate. It would appear, for reasons 
already given, that this second build- 
ing is not covered by the certificate. 
Cost is not a factor. The real factor 
is that the description given in the ap- 
plication did not cover the second ad- 
dition. The second building addition 
is not certified and should be covered 
by a new and timely application. 

Another situation is that in which 
facilities acquired are as generally de- 
scribed but the cost thereof is consider- 
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ably in excess of the estimates given 
in the application. The applicant ade- 
quately described the facilities which 
were later acquired, the fact that they 
cost more than originally estimated be- 
ing an unfortunate result. The ap- 
plicant in this situation should prepare 
himself to show convincingly that 
there has been no substitution of fa- 
cilities. The fact that they cost more 
than originally estimated leaves him 
with the burden of proof that they are 
the same facilities as described. This 
is a serious condition, as it would 
probably be impossible to file a timely 
application to rectify it. 

Timeliness means file an application 
within sixty days from the begin- 
ning of the construction or acquisi- 
tion. To the extent possible, includ- 
ing borderline situations, it is my 
recommendation, in the interest of cer- 
tainty, that the applications be supple- 
mented or new applications filed 
promptly which would completely 
identify the facilities being acquired. 
This may take considerable cross-ref- 
erencing of applications, but could 
probably be worked out with the certi- 
fication units. 

Until we have more ground rules 
to go by it will be necessary to keep 
careful tab of facilities being acquired 
in comparison with those described 
in applications covering changes and 
substitutions by new applications. 
There are, of course, several ap- 
proaches to this problem depending 
upon whether the original application 
carried complete details of facilities or 
not. I have discussed the question 
based on the premise that lists were 
originally furnished. 


DETAILS SHOULD BE FURNISHED 


If no lists or only summary lists 
were furnished with the applications, 
where does the applicant stand? I 
do not see that he is any better off 
than the applicant who furnished com- 
plete data. As a matter of fact, he 
may have to prove what was in the 
original application. The Navy De- 
partment required that details be fur- 
nished with all applications at the 
time of filing and while the War 


Department may not have done so, in 
many cases they are now calling for 
such detailed lists, as required by the 
Treasury Department. 

Another interesting point that can 
be developed in relation to substitu- 
tions is the difference in treatment of 
facilities being acquired under an 
Emergency Plant Facilities contract 
and those privately financed. When 
we in United filed our applications 
covering E.P.F. contract facilities, we 
referred to the fact that the amount to 
be paid by the government for reim- 
bursement of plant costs would be the 
amount set forth in the final cost cer- 
tificate, including “elbow room’”’ in the 
contract, which the contractor was au- 
thorized to spend without requesting 
approval, as well as further amounts 
which could be spent provided ap- 
proval was secured from the contract- 
ing officer. Application was made for 
a necessity certificate with respect to 
facilities being acquired under the 
E.P.F. contracts as they would be 
shown in the final cost certificate. 


Must BE IDENTIFIED IN DETAIL 


Necessity certificates that subse- 
quently issued from the Navy Depart- 
ment carried a note which intended to 
cover facilities that would be actually 
acquired. The note read this way: 
“The facilities herein identified will 
upon completion of construction and 
acquisition be further identified by the 
Navy Department in such detail as the 
Treasury Department shall require.” 

The War Department, on the other 
hand, has followed another practice 
and given the same form of certificate 
for E.P.F. contract facilities as in the 
case of privately financed facilities. 
Who is better off? The question is 
open to solution. 

There are many more points that 
could be discussed, but I will bring 
my remarks to a close by stating that, 
with close attention to descriptive de- 
tails, it will undoubtedly be possible 
to maintain a certified position; and I 
am sure we all hope that the amorti- 
zation section will be simplified, either 
by law or regulation within the near 
future. 
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Market Surveys and Market 


Controllers occupy a vital place 
close to management in which they are 
constantly concerned with measuring 
the elements of business success and 
operation. Commercial research un- 
dertakes the measurement of markets 
upon which business operation de- 
pends and market surveys are now 
conducted by hundreds of companies, 
including manufacturers, retailers, pub- 
lishers, and independent research or- 
ganizations. That degree of devotion 
to the study of markets is persuasive 
testimony to the fact that “the con- 
sumer is king.” The chief purpose of 
our division today, as in 1911, is to 
read the will of King and Queen Con- 
sumer for our own guidance and that 
of our advertisers. 

Market research activity is not alien 
to the field of accounting but is a close 
relative of the function discharged by 
controllers. It is probably fair to say 
that all accounting heads up to either 
the balance sheet or the operating 
statement. Most of the statistical work 
undertaken by business organizations 
may be looked upon as extensions or 
supplements to one or the other of 
these basic elements in accounting. 

I can describe my own career in re- 
search very accurately by saying that 
it has been devoted chiefly to statistical 
extensions of the operating statement 
in two directions. The first of these 
was distribution cost analysis which 
brought me into contact with a num- 
ber of leading accountants around the 
country. I was called upon to de- 
scribe the methods which I developed 
in this work, while a member of the 
staff of the United States Department 
of Commerce, before a number of 
meetings of national and local bodies 
of accountants. 


DivipE BusINEss INTO SET OF SMALL 
ENTERPRISES 


Many of the firms represented here 
are engaged no doubt in some form 


Management 


By Wroe Alderson 


of distribution cost analysis. Cost 
analysis in a sales organization is noth- 
ing more than an application to sell- 
ing of principles of cost allocation de- 
veloped by Taylor, Gantt, and others 
in production. The point which is 
pertinent to the present discussion, 
however, is that distribution cost ana- 
lysis attempts to chop a business up 
into a set of smaller enterprises and 
to weigh efficiency, costs and profits, 
separately, for each of these internal 
business elements. Market research at- 
tempts to do the same thing for some 
of the external elements on which 
business success depends, namely, seg- 
ments of the market which may re- 
quire separate evaluation or forms of 
sales cultivation. 

Market research is thus seen to start 
from the simple proposition that cus- 
tomers are a part of every business, 
and are in effect the silent partners on 
which its success depends. In every 
field, from automobiles to toothpaste, 
those firms have survived whose prod- 
ucts have been selected for survival by 
consumers. A good product is not al- 
ways enough, however, to enable a 
company to stay in business and show 


a profit. Sometimes we do not give 
consumers a chance to make the choice 
which their own taste and best inter- 
ests would indicate. The merits of 
the product may be inadequately pre- 
sented; we may attempt to sell it to 
the wrong people; it may not be car- 
ried in the stores where people who 
could buy it and use it with satisfac- 
tion expect to find it; it may be wrong 
in any one of several vital details, such 
as size, price, or package. The only 
way to know the answers is to know 
markets. Market research is an orderly 
and reliable means to such knowledge. 

The usefulness of market research 
thus rests on the assumption that the 
consumers making up a market, or 
rather the elements in the seller’s ap- 
proach to those consumers, are in some 
degree subject to management and 
control. Market research offers the 
external counterpart for the controls 
which accountants and distribution 
cost analysts have developed for the 
internal operations of business. If we 
had time we could carry the parallel 
further and show that expenditures for 
cultivation of markets contain aspects 
both of investment and current outlay. 





tions of business. 


products. 





In this address, delivered before the Philadelphia Control of | 
The Controllers Institute of America on April 3, by Mr. Wroe_ | 
Alderson of the Curtis Publishing Company’s commercial re- | 
search division, a comparison is made between market research 
as the external counterpart of controls which accountants and 
distribution cost analysts have developed for the internal opera- 


Through the preparation of “operating statements” for 
62,000 typical American families, says Mr. Alderson, a market 
pattern of all expenditures was discovered which remained al- 
most constant in various-sized cities. The market pattern for in- 
dividual products, however, showed great divergence, and Mr. 
Alderson states that the most valuable knowledge a manufac- 
turer may have about his market is its ““market pattern ratio”’ 
—or what percentage of the people spend how much for which 
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We are often aware in our work of the 
contrast between making individual 
sales and building customers. 


CERTIFIED MARKET ANALYSTS ? 


There is another parallel between 
accountancy and market research 
which is worth remembering. Account- 
ants must be certified in order to dis- 
charge certain functions. It will in- 
terest you to know that there has been 
long and careful consideration of some 
plan for certifying market analysts. As 
with the accountant, decisions involv- 
ing millions of dollars may have to be 
taken on the word of a specialist in 
market research. Probably certification 
in this field is still a long way off. In 
the meantime, some simple code of 
good practice must serve to validate 
market research. Such a code has been 
stated so concisely by the manager of 
our division, Mr. Donald M. Hobart, 
that it is possible to quote it in full. 
He says— 


“1, He must approach each job with an 
honest and open mind to learn the 
facts—otherwise his activities become 
valueless and fall of their own 
weight. 

“2. Each job must be so well planned 
and executed that results represent a 
true picture of the problem or the 
groups being studied. Here is where 
sampling becomes so important. 


3. He must use judgment in interpreting 
results—must know when results are 
significant and why. 

“4, The marketing man must have sales 
sense. I did not say he had to be a 
good salesman—I said he must have 
sales sense. Only through sales sense 
can he understand marketing prob- 
lems—analyze results and write the 
prescription of what should be done 
as result of study.” 


With respect to the special require- 
ments for a commercial research di- 
vision in a publishing house, Mr. Ho- 
bart has named the following require- 
ments— 


(a) An understanding of problems of all 
industry and understanding of peo- 
ple who buy. 

(b) A complete picture of who reads 
our publications and what they think 
of them, and 
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(c) An understanding of the competitive 
factors involved among advertising 
media between magazines themselves 
and between magazines—radio— 
newspapers—etc. 


From this point on I shall attempt 
to give you a brief picture of how our 
own research division operates and 
show you an example of the type of 
work turned out. The organization 
chart of our division reveals an adap- 
tation of the line and staff plan which 
seems peculiarly well-adapted to a 
large research division. 


GOVERNMENT RESEARCH MEN 
BOGGED IN DETAILS 


This structure is a special joy to me, 
having come from a government bureau 
which followed a simple military 
model. By the time an employee of 
that bureau became a competent re- 
search man he was so bogged down in 
administrative detail as to have little 
time for research planning and analy- 
sis. In my present position I have no 
administrative responsibility even for 
my own secretary and yet any kind of 
services I desire are available at a 
moment’s notice. 

This happy result is accomplished 
by placing all clerical personnel under 
an office manager directly responsible 
to Mr. Hobart as head of the division. 
This office manager has had years of 
experience with our own company, is 
expert on all phases of our office pro- 
cedure, and is exceptionally skillful in 
handling people and scheduling te- 
search projects. Most of the personnel 
is organized in three sections under 
the office manager, which in turn are 
very competently headed. These are— 
stenographic, statistical, and chart-mak- 
ing. Another special unit is our re- 
search library. 

The remainder of the personnel of 
the division consists of six men, each 
of whom is a specialist in one of the 
fields which we cover. Three of us 
are specialized by commodity lines; 
one handling automotive and insur- 
ance; another department store lines 
and construction; myself food and 
drugs. Another man makes studies of 
advertising media, including maga- 
zines, mewspapers, and radio. One 
handles miscellaneous inquiries and 


questionnaire studies, and the editing 
and preparation of all reports for gen- 
eral release. Finally, we have a stat- 
istician who is skilled in the higher 
mathematics of sampling and related 
matters. In addition to advising the 
rest of us on technical matters, our 
Statistician is in charge of all general 
statistical reports, such as those which 
we publish from time to time based 
on such official sources as the federal 
census. 

These research specialists are able 
to devote their entire time to the plan- 
ning and execution of research proj- 
ects and the analysis of the results. 
The manager of the division endeav- 
ors to allow a wide latitude in the ex- 
ercise of these functions, entering the 
picture himself mainly in deciding 
which projects shall be undertaken 
and in consulting on the general ap- 
proach to be followed. Surveys orig- 
inate at the suggestion of advertisers 
or industries, by request of the sales 
department, or by the initiative of the 
division itself. 


AN EXAMPLE—62,000 FAMILIES 
STUDIED 


Let us now turn to an example of 
what market research is as we conceive 
and produce it in our division. I will 
not call this a typical study since in 
such a wide range of research it would 
be hard to find one that was repre- 
sentative of the whole broad scope of 
our work. I have attempted rather to 
select one that is of general interest. 
This one happens to have been based 
on government figures, while the 
greater number of the studies we make 
involve collection of data in the field. 
This report called—"'Selective Spend- 
ing in Urban America’”’—is part of the 
now famous Consumer Purchase Sur- 
vey. We have done much to apply 
and popularize the results of this 
study. 

What the Bureau of Labor Statistics 
and the Bureau of Home Economics 
did in effect was to prepare complete 
operating statements for 62,000 typical 
American families. Every item of in- 
come and expenditure was determined 
and checked by a most elaborate pro- 
cedure. Income included not only 
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wages and dividends but theoretical 
items of income needed for fair com- 
parison, such as the imputed rental 
value of owned homes. Expenditures 
were classified under fifteen major 
headings, such as housing, food, and 
clothing, and each major heading was 
divided into a number of sub-groups. 


OPERATING STATEMENT IN THE 
HOME 


The difference between income and 
outgo represented just what it repre- 
sents in an operating statement for a 
business, namely, net change in assets 
and liabilities. It may seem somewhat 
novel even to controllers to consider 
family living in terms so directly par- 
allel to profit and loss. That thought 
becomes more acceptable if we assume 
that the aim of any family over a 
period of years is to improve its eco- 
nomic status if possible. Savings or 
deficits at the end of the year are a 
measure of success or failure in that 
direction. 

Naturally an attempt was made to 
select families in such a way as to rep- 
resent all families in the United States. 
For this reason they were carefully 
distributed by region, by size of city, 
and by type of family. The official re- 
ports classified families by numerous 
small income groups. In order to sim- 
plify the material for presentation we 
consolidated the material into four in- 
come groups, each containing exactly 
twenty-five per cent. of the families. 
We further combined the first and sec- 
ond quarters, numbering from the top 
of the income scale, to form the upper 
half. The third and fourth quarters 
combined we designated as the lower 
half. The relative shares of upper 
half and lower half give us an impor- 
tant new measure which we call the 
market pattern ratio. It enables us to 
state the relative concentration of con- 
sumption by income levels in terms of 
a single figure. 

It turns out that the market pattern 
for all expenditures is approximately 
70-30. That is to say the first 50 per 
cent. of families by income account for 
70 per cent. of expenditure. There is 
little variation in this ratio by size of 
city. One group of cities ran 71.4 per 
cent. in the upper half and the others 
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only fractionally over 70. There is a 
very great divergence by class of prod- 
uct, ranging in Chicago from 63.7 per 
cent. in the upper half for housing 
and 65.2 per cent. for food to 89.4 
per cent. for automobiles, and 89.6 
per cent. for education. We believe 
that the market pattern ratio is the 
most significant single fact which a 
manufacturer may know about his 
market. 

Analysis of net change in assets and 
liabilities showed average net savings 
in the upper half and average net defi- 
cits in the lower half. Upper half 
savings tend to increase as the size of 
city decreases and lower half deficits 
tend to decrease. In another place we 
have analyzed these changes in family 
net worth to show the portions going 
into such categories as insurance, bank 
deposits, real estate, stocks and bonds, 
and the like. 


THE City AS AN EQUALIZER 


Another difference which was found 
to run by size of city was in what we 
called the “‘costs of congestion.” There 
is a part of the cost of living in a large 
city which does not represent addi- 
tional goods but a sort of premium 
paid for metropolitan surroundings. 
This cost of congestion includes higher 
rents, increased transportation to and 
from work, and higher prices for some 
commodities, such as food. These dif- 
ferences in living cost are enough and 
slightly more than enough to balance 
the decline in average income as size 
of city decreases. If we take the aver- 
age of the metropolitan centers as a 
base, the large, middle-sized, and 
small cities show a progressive decline 
in average income balanced by a 
slightly greater decrease at each stage 
in the combined cost of food, housing, 
and daily transportation. 

Thus it comes about that the same 
dollar income has a different meaning 
in purchasing power from one city size 
to another. The family with $1,000 
income in the small city is actually bet- 
ter off with respect to purchases of the 
general range of products than is the 
family of $1,500 income in the me- 
tropolis. 

Advertising media also have their 
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market patterns and thus their specific 
suitability for one or another type of 
product. Newspaper purchases and 
radio ownership are nearly across the 
board. Homes purchasing magazines 
are seventy per cent. or better in the 
upper half. Thus magazine coverage 
has a pattern similar to that for all ex- 
penditure with most commodity groups 
falling just a little above or below it 
in degree of selectivity. In this re- 
spect, as well as in the numerous 
others which we will not have time to 
cover, the mass of consumption figures 
obtained in the government study has 
direct and practical marketing appli- 
cations. 


National Group Formed to Curb 
Nondefense Spending 


Formation of a nation-wide Citizens 
Emergency Committee on Nondefense 
Expenditures, to investigate and make 
recommendations concerning reductions 
in government spending not related to 
the defense program, was announced early 
in July by Henry M. Wriston, President 
of Brown University, who will head the 
group. 

Dr. Wriston declared that, despite im- 
mediate defense needs, nondefense ap- 
propriations of the federal government 
have increased nearly $90 million over 
1940. He quoted Secretary of the Treas- 
ury Morgenthau as saying that at least 
1 billion dollars should be saved by econ- 
omizing on nonessential items; Congress- 
man Wesley E. Disney of the House 
Ways and Means Committee as maintain- 
ing that $1,800 million can be stripped 
from federal nondefense spending; and 
the National Economy League as detail- 
ing reductions amounting to $1,600 mil- 
lion. 

Included in the list of Committee mem- 
bers are 48 university and college presi- 
dents, seven professors, two bank presi- 
dents, two former presidents of the 
American Bar Association, and Robert 
A. Millikan, the noted physicist. 


Great Interest Shown in 
Controllership Functions 


A recent poll of members of the Mil- 
waukee Control, of The Controllers In- 
stitute of America, with respect to sub- 
jects preferred for inclusion in the pro- 
gram for the coming year, indicated a 
great interest in ‘“Controllership: Its 
Functions and Technique,” the book pub- 
lished by The Controllers Institute of 
America. This subject will be set down 
for discussion by that Control at an early 
meeting, and the book will be analyzed 
at that time with a view to crystalizing 
the principal points. 








A Class in Controllership Defines 


The University of California Exten- 
sion Division is giving a class in con- 
trollership at Los Angeles of which I 
have the privilege of being the in- 
structor. The latest class about twenty- 
three young men in accounting de- 
partments of twenty representative 
businesses, all looking forward to 
knowing what was the key to their 
advancement to controllership, and I 
am very happy to say that one of the 
young men has since been promoted 
to being the controller of his com- 
pany and has joined the Los Angeles 
Control. 

The very first problem that was 
given this class was one of selecting a 
controller for a company which had 
grown to a considerable size, the treas- 
urer of which, one of the owners and 
builders of the business, had been 
killed suddenly in an automobile ac- 
cident. Replacement of his responsi- 
bilities had been decided upon, by the 
two surviving brothers, in the form of 
a controller and with characteristics 
given relative to the personnel making 
up the accounting department, the 
students were asked to select one for 
the vacant job, or recommend going 
outside to fill the position. Of course, 
the first step in selection was to list 
those attributes thought essential for 
the filling of the controller's job, and 
the listing of those assets, given on pa- 
per and on the blackboard by the stu- 
dents, would do credit to Superman. 
The list ran the gamut of qualifications 
from extreme intelligence to being a 
snappy dresser. 


CONTROLLER AS STRONG, SILENT 
MAN 


One young gentleman had written 
at the top of his list that the con- 
troller should be a strong, silent man. 
When asked why he had picked this 
qualification first, he said that the con- 
troller, in his opinion, knew so many 
things about a business that would get 
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him into trouble that it was good to 
be a silent man; that furthermore, 
when he did have to speak about those 
things, it was a good thing to be a 
strong man. 

All of the students agreed that 
first of all a controller must be an 
organizer. He must understand the 
selection of personnel and organiza- 
tion of personnel. 

It was agreed that the controller 
should know how to delegate responsi- 
bility to division and group heads, so 
he would not be buried in detail to 
the extent that management could not 
benefit from his interpretative work. 
And the understanding of human re- 
lationships by the controller was rec- 
ognized to be of outstanding impor- 
tance. 

There was a unanimity of class 
opinion that the controller must be a 
well qualified technical man; that he 
must know how to build accounts to 
tell the story of the business in the 
way that management wants it told; 
and that he must know system, the 
most economical way to tell it. Tabu- 
lation, characterized by almost limit- 
less breakdown in accounts and having 
its statistical advantages, must be tho- 
roughly understood, and on the other 
extreme, the simplicity of the much 
discussed “‘bookless bookkeeping” 


must be a part of the controller's 
knowledge. He must know standard 
costs and when to use them, know 
taxes and insurance and understand 
the application of machines to account- 
ing for formality and to handle vol- 
ume such as the various bookkeeping 
machines, the sortagraph, the address- 
ograph, the recordax and the check 
writer. 


WHERE ORTHODOX ACCOUNTANT 
AND CONTROLLER DIFFER 


The students of this business of be- 
ing a controller were all agreed that 
the controller must be an analytical 
man. He must know how to take all 
of the facts prepared in his factory 
and put them into summarizing state- 
ment form. It is here that the ortho- 
dox accountant and the controller 
parted company in that the accountant, 
especially the public accounting mind, 
must formalize his statements accord- 
ing to tradition, with full annotations 
and notes and descriptive phrases so 
that no one but the initiated can wade 
through and get the answer. The con- 
troller, on the other hand, must put the 
answers into a few words of good 
English that management men can un- 
derstand. The controller is an inter- 
preter and as such, his answers must 
be short and to the point. 





position of controller. 





Classes in controllership are becoming a part of the curriculum 
in many colleges and universities of the country, and one of the 
| duties of an instructor in such a class must be to define the posi- 
tion of a controller in business, much as The Institute has been 
doing for the public during nearly 10 years. 

Mr. Dwight A. Moore, controller and assistant secretary- 
treasurer of the Wilshire Oil Company, Inc., Los Angeles made a 
turnabout and asked the students in his University of California 
Extension course to define the qualifications needed for the 


Mr. Moore, in this paper delivered at the Pacific Coast Con- 
ference of Controllers on May 17, at San Francisco, gives the 
students’ answers together with some observations of his own. 
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Control, it was agreed upon, was 
something that above all should be 
aimed for in controllership. It is the 
word from which we get our name 
and it is that for which management 
is looking to us. Management makes 
policies and lays plans and then looks 
to us as controllers for seeing that 
both of these are followed through. 


CONTROLLER Must BE PURCHASING 
AGENT, CREDIT AND OPERATING 
EXPERT 


Mr. Thomas J. Watson, president of 
International Business Machines, in 
his talk to the eastern controllers, said 
in effect that the controller must be a 
good purchasing agent in his own 
right in order that he may judge the 
buying being done; and the controller 
must be a good credit man in order 
that he may determine that the funds 
of the company are not being put out 
to too great a degree in the form of 
receivables or that excessive losses may 
be taken. He said that the controller 
must be a good operating man, able 
to judge the proper proportion of in- 
direct labor and direct labor. Follow- 
ing that line of thought, if the buying 
of your company is such that it would 
be wise to have the controller sign all 
requisitions before purchase orders are 
issued, then that should be done for 
control. And if your engineers like to 
build things without proper attention 
to payout time, then what could be a 
better control measure than for the 
controller to sign all A.F.E.’s before 
work is commenced? If transporta- 
tion costs are high, then what better 
control can there be than to have the 
controller review all transportation 
costs with the objective of the drop- 
ping through analysis of unnecessary 
mileage and other items from the ex- 
pense of the company ? 

In other words, the controller's 
proper place is as the right hand to top 
management, and the better he fills 
that void, which is apparent in many 
companies, the less necessary is it to 
have many staff men and outside con- 
sultants, costing the company consider- 
able sums in indirect payroll and fees. 

An integrated oil company, if it 
produces twice the gasoline each 
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month that it is selling currently, is 
operating uneconomically, if this con- 
dition continues over any period of 
time. The one to blame for such a 
situation might well be the controller, 
because he has facts which, if laid be- 
fore management, would stop them 
from such a practice. He knows the 
evaporation losses of gasoline over 
those of the raw material, and he 
knows that taxes and insurance are 
costly relative to the finished product 
as compared to crude oil. This story, 
properly and directly told, should be 
all that is necessary to change oper- 
ations of such a company. However, 
the same concern might be buying 
twice as much raw materials as the 
company is selling currently. In such 
a case, the controller might present 
identical cost data, as in the previous 
illustration, and yet be out of step with 
management in that he had not con- 
sidered external facts as well as in- 
ternal. 

For instance, coming demand as a 
result of the Defense Program might 
lessen very much the spread between 
what appears to be a high potential 
production and our present demand. 
As a matter of fact, potentials estab- 
lished for allowable oil field produc- 
tion are not good criteria of what wells 
will produce if called upon actually to 
flow for a petiod of months at ca- 
pacity. A 2,300 barrel potential a 
day well might flow only three or four 
hundred barrels after a short period of 
time if opened up to meet rapidly ex- 
panding call for oil to supply tanks on 
the ground and planes in the air, as 
well as taking to and from business 
the great masses returned to industry 
and who demand automobile trans- 
portation. Government control might 
well effect its restrictions upon the 
source of the raw material in case of 
any war economy placed upon the oil 
industry, and if such were the case, 
then the company with several year’s 
above ground storage might be much 
better off than the company with very 
little storage in respect to its ability to 
maintain or increase its competitive 
position during a period of freezing 
the industry, such as appears very 
probable in the automobile industry. 
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CONTROLLER Must HAVE VISION 


So, the controller must have vision 
and look beyond his own department’s 
figures in order that he may swing 
with management and not counter- 
wise. Those of you who have read 
“Failure of a Mission,” by Neville 
Henderson, ambassador to Germany 
for England up to the war, undoubt- 
edly recognized throughout the book 
frustration on Mr. Henderson’s part. 
He had the facts that Germany was 
arming for real business, that the lead- 
ers of Germany had objectives which 
they were going to attain one way or 
another, and yet he appeared as if he 
were trying to stop a ten-ton truck by 
dragging his foot. It would almost 
seem that Mr. Henderson could have 
told his story like a controller, saying 
to his home government in plain 
words that either they must re-arm for 
serious fighting and right away, or 
agree with Germany and give it what 
the leaders said was wanted. 


BENJAMIN FRANKLIN COULD HAVE 
BEEN CONTROLLER 


On the other hand, those of you 
who have waded through Carl Van 
Doren’s biography of Benjamin Frank- 
lin have probably decided that Mr. 
Franklin could be your controller in 
any business at any time. Benjamin 
Franklin had the ability to take facts 
and from them build musical instru- 
ments, harness electricity, attain po- 
litical ends, or run a business at a 
profit. 

The controller's job is based on the 
accumulation, re-arrangement, and in- 
terpretation of facts. And since the 
controller deals with its vital facts, the 
nature of a business organization, un- 
der ordinary circumstances, places him 
in an important and powerful position 
to influence its direction. 

As Carl Ackerman, the famous 
pressman, lecturer, and business man 
has said: ‘‘Facts, when combined with 
ideas, constitute the greatest force in 
the world. They are greater than arm- 
aments, greater than finance, greater 
than science, and greater than business 
and law, because they are the common 
denominator of them all.” 








Puzzling Excess Profits Problems 
Analyzed for Controllers 


Whether any of the technical pro- 
visions of the existing excess profits 
tax sections of the Federal Revenue 
Act will be carried over into the forth- 
coming act remains to be seen. Whether 
or not that proves to be the case, the 
set of questions presented here, and 
the replies made thereto by Mr. Walter 
A, Cooper, partner of Peat, Marwick, 
Mitchell & Company, public account- 
ants, are of interest to controllers and 
to the men in their tax departments. 

These questions were submitted by 
members of The Controllers Institute 
of America at the time of the Eastern 
Spring Conference of Controllers in 
April, in New York City. Mr. Cooper 
was one of several who replied to the 
questions submitted. 


Question No. 1 


This question covers the matter of 
interpretation of Consolidated Excess 
Profits Regulations 110. 

Section 33.31 (b) (2) (IV) (F) reads: 

“In the case of a subsidiary the stock 
of which is held by another member of 
the affiliated group with a basis for de- 
termining loss upon a sale or exchange 
not fixed, either directly or indirectly, 
by reference to the basis of such stock 
in the hands of any preceding owner 
(xxx) there shall be excluded xxx that 
portion of its average invested capital 
attributable to the shares so held; xxxx; 
xxxx; thus, if the P Corporation acquires 
for cash all the stock of the $1 Corpora- 
tion which in turn owns all the stock 
of the S2 Corporation, the consolidated 
average invested capital of the P, S1, S2 
group will be the average invested cap- 
ital of the P Corporation (xxx) regard- 
less of the manner in which S1 acquired 
the stock of S2. 


QUERY 

What implication is to be attributed to 
the phrase ‘xxx acquired for cash xxx” 
in Section 33.31 (b) (2) (IV) (F) 
quoted. Would there be any difference 
if P Corporation acquired the S1 and S2 
stocks in exchange for its own stock in 
a period prior to Income Tax Revenue 
Acts provided there was acceptable evi-, 


dence as to the value of the P Corpora- 
tion stock at the time it acquired the S1 
stock which carried with it the S2 stock. 


MR. COOPER: This question deals 
with a case in which the stock of a 
subsidiary is not acquired on a basis 
involving a carry-forward of a pred- 
ecessor’s cost. It involves the question 
of what implication, if any, is to be 
attributed to the word “cash” in the 
example used in the _ regulations 
wherein they specify that stock of two 
corporations, that is, $1 and S2, as the 
terms are used, $1 owning S2, is ac- 
quired by Corporation P for cash. 

I should attribute no_ particular 
meaning to the use of the word “cash” 
in that illustration. They must specify 
some form of consideration, so cash 
was used. I think you can substitute 
the words “any basis other than a 
carry-forward basis of a predecessor 
owner,” and excluding also intercom- 
pany transactions which are mentioned 
in another section of the regulations. 

Therefore, I think it does not make 
any difference. You merely have to 
define whether your acquisition falls 
into what I call Class A, which is a 
case in which the basis is determined 
by reference to some previous owner's 
basis, or Class B, when it is not so de- 
termined. The latter would include 
a cash acquisition, a stock acquisition 
where the consideration is the acquir- 
ing company’s own stock as long as it 
does not involve a carry-forward basis; 
and the term cash used in the illustra- 
tion is merely a form used to select a 
specific illustration. 


Question No. 2 


Assume $1 and S2 had $250,000 capital 
each, and $250,000 accumulated earnings 
and profits each, or $1,000,000 invested 
capital if they made separate reports even 
though the $500,000 accumulated earn- 
ings and profits had been put back into 
property. 

Under 33.31 (b) (2) (IV) (F) if P 
Corporation xxx acquired the S1 and S2 
stocks for cash it would have $1,000,000 
of invested capital. 

Section 33.31 (b) (2) (V) (A) reads: 

“In the case of a subsidiary, the stock 
of which is held by other members of 
the affiliated group with a basis for de- 
termining loss upon a sale or exchange 
not fixed, xxx by reference to the basis 
of such stock in the hands of any pre- 
ceding owner xxx there shall be ex- 
cluded as of the date on which such 
subsidiary became a member of the group 
xxx that portion of its earnings and 
profits previously accumulated and prop- 
erly allocable to the shares so held; xxxx”’. 

In a consolidated balance sheet com- 
piled under customary accounting pro- 
cedure, the net investment would be the 
same, i.e., $1,000,000, whether the S1-S2 
stocks were acquired by P. Corporation 
for cash or for its stock. 


QUERY 

Does or does not Section 33.31 (b) 
(2) (IV) (F) intend to distinguish be- 
tween an acquirement for cash and for 
stock in a transaction such as the above, 
when it uses the phrase “xxx acquires 
for cash all of the stock of the S1 Cor- 
poration xxx”. 


MR. COOPER: Question 2, which 
is somewhat related, deals with a sup- 
posed situation in which a parent ac- 
quires the stock of another corporation 
which in turn owns the stock of a sec- 
ond corporation, and each of the two 
companies so acquired has invested 
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capital of $250,000 in capital paid in 
and $250,000 of accumulated earn- 
ings. 

The question first states that if the 
stock of S1, which in turn owns S82, 
had been acquired by the parent cor- 
poration for cash it would have 
$1,000,000 of invested capital. That 
necessarily assumes that the parent 
paid $1,000,000 in cash. That is not 
in the question, but if it did not pay 
$1,000,000 in cash the answer might 
be different. So we will assume that 
Parent P paid $1,000,000 in cash for 
the stock of S1, which in turn owns 
§2, each of them having invested capi- 
tal of $250,000 capital and $250,000 
surplus; and I shall exclude, to avoid 
inserting a lot of figures, the question 
of inadmissible assets because conceiv- 
ably if S1 owes S2 and it has $250,000 
capital and surplus, invested all in ad- 
missibles, how did it acquire $2? We 
will have to skip that problem because 
it is not in the question. 

The gentleman asks this question 
on the basis of those facts; whether, 
under a customary accounting proced- 
ure, the net investment would be the 
same; that is, $1,000,000 for the in- 
vested capital of these two companies. 

The regulations do not distinguish, 
as the gentleman asks, between stock 
of a subsidiary that is acquired for cash 
and stock of a subsidiary that is ac- 
quired for stock of the issuing com- 
pany or the acquiring company. They 
merely distinguish between transac- 
tions in which there is a carry-forward 
basis and those in which there is not. 
If the acquisition is one for the ac- 
quiring company’s own stock, a carry- 
forward basis may be involved if it 
was a form of non-taxable reorganiza- 
tion, but there could be an acquisition 
for shares of stock in which there is 
not a carry-forward basis. If you have 
a carry-forward basis, it falls in one 
class; if not, it falls in the other. 
When I get to a later question, I shall 
discuss fully the two types of acquisi- 
tions. 


Question No. 3 


I should like to know whether in find- 
ing the invested capital in the business 
you would go back to the original cap- 
ital of the corporation? 
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In this particular case, the corporation 
suffered very heavy losses during the pe- 
riod from 1930 to 1935 inclusive and 
reorganized at the end of 1935. 

At the time of reorganization, deben- 
ture bonds, which were outstanding, were 
converted into preferred stock and for the 
old preferred and old common outstand- 
ing new common stock was issued. 

My question is whether in arriving at 
the invested capital the Revenue De- 
partment will permit the use of the orig- 
inal invested capital before the losses 
were sustained and whether to this can 
be added the par value of the debenture 
bonds which were converted into pre- 
ferred stock. 


MR. COOPER: The third question 
asks, ‘I should like to know whether 
in finding the invested capital in the 
business you would go back to the 
original capital of the corporation.” 

I think there is no question about 
that. The law states that the invested 
capital consists of capital paid in, and 
when capital is paid in the invested 
capital is started. If there has been 
a loss in the meantime, the deficit is 
not deductible. When we get down 
to the particular question or the par- 
ticular facts, the inquirer apparently 
refers to a case in which there was a 
form of reorganization after a period 
of losses. 

It so happens that in recent months 
I have had three or four such questions 
raised dealing with 77-b and similar 
reorganizations. I find a common mis- 
take is often made in referring to a 
corporation as having gone through 
77-b. As a matter of fact, though 
corporation X goes into 77-b, a new 
X often comes out; it is not the same 
corporation. Unfortunately, people 
think of it as being the same but in 
the process one dies and another is 
born so that when a reorganization oc- 
curs a carry-back may result to the paid 
in capital of the company that went 
in, if it came out of 77-b, or you may 
have a new corporation that starts 
with its own capital paid in. Of course 
in the latter event whatever may have 
been lost by the predecessors comes 
out of the capital because the new 
company will start with its own paid 
in capital which may be the cost to 
the property on a carry-forward basis, 
depending on the terms of the organi- 
zation. However, there is no carry- 
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forward of the full capital paid into 
the defunct company. It is carried 
over only to the extent that it may be 
represented by assets existing and 
transferred to the new company in the 
reorganization. 


Question No. 4 


If the debenture bonds, which were 
converted into preferred stock, can be 
considered as additional invested cap- 
ital, which I undoubtedly think is the 
case, would the book or par value, which 
are identical, be the value to be added, 
or would a fair market value of the de- 
bentures have to be taken as the addition 
to capital? 


MR. COOPER: This question deals 
with a further step in the same reor- 
ganization whereby debenture bonds 
were converted into preferred stocks, 
and the question raised asks whether 
the invested capital would include the 
book or par value or a fair market 
value for the debentures. 

That is a question! In the first place, 
we must decide whether we have a 
new company or an old company. Let 
us assume, for a moment, that we have 
the old company continuing and the 
debenture bonds issued are converted 
into preferred stock. Query: What is 
the invested capital paid in? 

I started originally with the idea 
that that would be the amount owing 
on the bonds; that relinquishment of 
a debt is the equivalent of paying in 
capital to the extent of the debt, and 
under the old procedure it was re- 
garded as capital paid in. However 
the Bureau has recently taken the posi- 
tion that there might be an element 
of taxable gain through the settlement 
of debt for less than its true consider- 
ation when stock having less value 
than the debt is issued. In other words, 
if a bond representing a liability of 
$1,000 is settled by issuing stock for 
$500, the Bureau believes there can 
be an element of taxable gain just as 
though the bond were settled for $500 
in cash rather than stock. 

I do not know if that position will 
be maintained or if the courts will up- 
hold it, but if the Bureau should be 
sustained in its position that the issu- 
ance of $500 worth of stock is merely 

(Please turn. to page 310) 
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SEND YEAR BOOKS TO 
SCHOOLS AND OTHERS 

To Managing Director 

CONTROLLERS INSTITUTE OF AMERICA: 

I have gone over the 1940 Year Book 
quite carefully and I am extremely glad 
to say that my only comment is that it’s 
a good job well done. 

I should like to make two suggestions. 
I think copies of the Year Book should be 
sent to controllers who we know should 
be members of The Institute—just to con- 
vince them that we are doing the type of 
job in which they should be glad to par- 
ticipate. 

I think it might also be a good idea to 
send a few copies to each of the instructors 
or professors at the eight or ten univer- 
sities and colleges now giving courses in 
controllership. These copies could be made 
available to the students enrolled in such 
courses for supplementary reading. 

G. T. ZIGNONE 
G. P. Putnam’s Sons 


DIFFICULT AND COMPLICATED 
TASK WELL DONE 


To Managing Director 
CONTROLLERS INSTITUTE OF AMERICA: 

I wish to thank you very kindly for the 
1940 Year Book which has just been re- 
ceived. This book gives a very compre- 
hensive report of the accomplishments of 
The Institute for the past year and will be 
interesting as well as educational reading 
for those who were unable to obtain the 
information contained therein first hand. 

In closing, I wish to take this opportu- 
nity of complimenting you on a difficult 
and complicated task well done. 

GEorGE I. BRIGDEN 
St. Joseph Lead Company 


CONGRATULATIONS ON YEAR BOOK 
To Managing Director 
CONTROLLERS INSTITUTE OF AMERICA: 

I have been looking through the 1940 
Year Book of The Institute preparatory 
to reading the various reports and proceed- 
ings’ records. 

Of particular value for reference is the 
three-way directory of members and the 
names and addresses of the companies 
with which they are associated. This will 
serve as a time-saver in many ways during 
the coming year. 

For those members who attended the 
Ninth Annual Meeting the report of the 


proceedings will refresh their memory and 
recall to them various matters of interest. 
For those who did not attend, reading this 
1940 Year Book will serve as ‘“‘next best” 
to actually attending the meeting. 

And after reading through the reports 
which will acquaint him with the scope of 
the proceedings, any member who did not 
attend will surely begin to make plans to 
be at the Tenth Annual Meeting. 

My congratulations on the publication. 

K. G. CLEMENT 


Vick Chemical Company 


YEOMAN-WORKMANSHIP OF 
YEAR BOOK PRAISED 
To Managing Director 
CONTROLLERS INSTITUTE OF AMERICA: 

The 1940 Year Book reflects creditably 
on the work of The Institute. It should 
prove most useful for reference purposes. 
I want to congratulate you and your staff 
on the yeoman-workmanship which made 
possible this contribution to the member- 
ship of The Institute. 

I am sure we can all feel some justi- 
fiable pride in the activities and progress 
of the National Organization, as evidenced 
by the Year Book. 

C. W. BorTon 
Irving Trust Company 


LIKES MANNER OF PRESENTATION 
To Managing Director 
CONTROLLERS INSTITUTE OF AMERICA: 

I have just been looking through the 
1940 Year Book and want to congratulate 
you on a fine job, both as to the informa- 
tion included in the book and as to the 
manner of its presentation. 

THomMaAS A. Boyp 
General Telephone Corporation 


YEAR BOOK A RESERVOIR OF 
VALUABLE INFORMATION 
To Managing Director 
CONTROLLERS INSTITUTE OF AMERICA: 

I acknowledge receipt of my copy of 
The Institute Year Book, which has been 
prepared in traditional good form. 

In my opinion each Year Book adds to a 
reservoir of thought-providing information 
on domestic and foreign problems, both 
present and future, all of which, if prop- 
erly considered, should be an invaluable 
aid to each Institute member in fulfilling 


his ultimate duty as a controller, to the 
management which he serves. 


F. W. RUTHERFORD 


North British & Mercantile 
Insurance Company, Limited 


REFLECTS FINE WORK OF 
PRESIDENT LINDAHL 
To Managing Director 
CONTROLLERS INSTITUTE OF AMERICA: 

Upon review of the 1940 Year Book I 
was impressed with the activities of The 
Institute during that year. 

The very able leadership of the Presi- 
dent, Mr. Oscar N. Lindahl, is attested by 
the many accomplishments during his ad- 
ministration. His letter of July 27, 1940, 
reproduced on page 33, in which he sum- 
marized the year’s work can be re-read 
by every member with pride, for truly a 
real contribution has been made in the 
field of business. 

The reports of the committees impress 
one with the scope of the activities in 
which The Institute and its members were 
engaged, and the able and efficient man- 
ner in which the work was dispatched. 

The proceedings of the Annual Meet- 
ing are filled with material which can be 
re-read and often referred to with profit. 

An organization is judged by its mem- 
bers. The directory of members reflects the 
steady and healthy growth of The Insti- 
tute and the quality of its membership. It 
is evident from a perusal of the directory 
that the high standards upon which The 
Institute has been founded have not been 
sacrificed for size. 

My congratulations to The Institute and 
its Managing Director. 

Louis W. JAEGER 
Colonial Optical Company, Inc. 


BOUQUETS TO THE COMMITTEE 
ON PUBLICATIONS 
To Managing Director 
CONTROLLERS INSTITUTE OF AMERICA: 

The Institute's Committee on Publica- 
tions did a swell job on the Year Book, 
just received. As I went through it, it 
brought to mind pleasant memories of the 
very constructive annual meeting which 
was held early last fall. 

It outlined quite fully the splendid work 
that The Institute is doing, and I am sure 
that the members are glad to have a copy 
of this book. The Committee on Publica- 
tions is to be congratulated! 

A. N. Masucci 
Hickey-Freeman Company 
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LAWYER FINDS INSTITUTE YEAR BOOK 
USEFUL, INCREASING IN IMPORTANCE 
To Managing Director 
CONTROLLERS INSTITUTE OF AMERICA: 

This is just a note to express my thanks 
for the copy of your 1940 Year Book. I 
am glad indeed to have in print some of 
the talks which I heard delivered. The 
importance of this publication increases 
yearly. 

Harotp DuDLEY GREELEY 
Attorney, New York City 


YEAR BOOK IS INDEX TO INSTITUTE 
ACTIVITIES 

To Managing Director 

CONTROLLERS INSTITUTE OF AMERICA: 

I was glad to receive The Institute's 
Year Book for 1940. It records quite com- 
pletely the information that gives a wonder- 
ful reference to the activities of The In- 
stitute. I find it very helpful. 

T. L. EvANs 
N. Snellenburg & Company, Inc. 


YEAR BOOK CREDIT TO INSTITUTE 


To the Managing Director 
CONTROLLERS INSTITUTE OF AMERICA: 

The writer has received a copy of the 
Controllers Institute of America 1940 Year 
Book, and I wish to state that this publi- 
cation is very complimentary to our organi- 
zation. 

The writer is of the opinion that those 
individuals of The Institute who are re- 
sponsible for the preparation of this book 
performed a very fine job, as the book is a 
credit to our organization. 

B. C. SCHAEFER 
Advance Paint Company 


VALUABLE ADDITION TO LIBRRAY 
To Managing Director 
CONTROLLERS INSTITUTE OF AMERICA: 


Please accept my thanks for the 1940 
Year Book recently received. 

I recognize these books as a very valu- 
able addition to our library, and find that 
several of our officials enjoy reading them. 

Hope that the Controllers Institute con- 
tinues to publish these books in the same 
style. 

I. H. JOHNSON 
American-Marietta Company 


DR. STOLPER’S TALK PRAISED 
To Managing Director 
CONTROLLERS INSTITUTE OF AMERICA: 


I have hardly had time to look over 
the 1940 Year Book thoroughly but I am 
very glad to note that you have included 
Dr. Stolper’s talk. I have heard numer- 
ous discussions on this subject during the 
year and I think that tops them all. I am 
glad to have it in a permanent bound rec- 
ord as I think it is something which will 
be interesting to read again and again as 
time goes on. 

It has occurred to me that it would oc- 
casionally be useful if the Year Book in- 
cluded one other directory of members, that 
is, members by Controls. 


GEORGE R. RANKIN 
Artloom Corporation 


VOLUME OF ACTIVITIES REFLECTED IN 
YEAR BOOK’S SIZE 

To Managing Director 

CONTROLLERS INSTITUTE OF AMERICA: 

I have just received the 1940 Year Book 
of the Controllers Institute of America 
and cannot help but compare its size with 
those which repose on my shelf for previ- 
ous years. I realize, of course, that the size 
alone can in no way reflect the value of 
the work being done by The Institute. It 
does, however, reflect the volume of the 
activities, and the breadth and scope of 
these are a continuing tribute to your for- 
ward thinking and guiding hand. 

In addition, if I may steal a thought and 
some of the words of Mr. Elliott's fore- 
word, I should like to say that no member 
controller can scan this record without ex- 
periencing a feeling of pride that he be- 
longs to the organization representing this 
great calling. 

This volume is a record of the most 
active year to date, yet we already know 
the year which will close next September 
is more active, and so will be written the 
record from year to year so long as con- 
trollership and members of the Control- 
lers Institute of America maintain or im- 
prove in quality. 

A. E. CHURCH 
Newsweek 


MOST VALUABLE YEAR BOOK 
To Managing Director 
CONTROLLERS INSTITUTE OF AMERICA: 

I have just received my copy of the 1940 
Year Book. To me this is the most com- 
plete and valuable Year Book that The 
Institute has issued up to this time. 


I was particularly interested in the sum- 
mary of the year’s work presented by Pres- 
ident Lindahl and also the proceedings to- 
gether with the chief addresses of the Ninth 
Annual Meeting of The Institute. This 
gives each member a permanent record of 
much valuable information that was avail- 
able at this meeting. For members who 
were not able to attend the meeting, this 
should be invaluable. 

The classification of members alpha- 
betically and by companies, together with 
the listings of officers in the various Con- 
trols and committees of the national or- 
ganization, is also well done for the ref- 
erence purpose which it serves. I think 
the national office is to be congratulated 
on the quality of this Year Book. 


J. A. DoNALDSON 
Butler Brothers 


Project Auditors Needed for 
Quartermaster Corps 

Emergency projects being constructed 
under the national defense program have 
created a need for project auditors, ac- 
cording to a Civil Service Commission 
announcement made in mid-July. Appli- 
cations for the positions of Chief Project 
Auditor ($5,600 per year), Head Project 
Auditor ($4,600 per year), and five other 
auditor posts ranging in salary from 
$3,800 to $2,600 per year, will be ac- 
cepted by the Commission until further 
notice. 

The duties of those appointed to the 
higher grades of project auditor posi- 
tions will include responsibility for the 
installation and operation of accounting 
and auditing procedures for recording 
and controlling expenditures on construc- 
tion work. They will formulate proce- 
dures for payment to contractors and for 
the efficient operation of such depart- 
ments as finance and accounts, material, 
pay roll, tools and equipment, and trans- 
portation. 

Persons who are selected for appoint- 
ment may have to report to Washington, 
D. C., or Fort Myer, Virginia, for instruc- 
tion and they must be willing to accept 
subsequent assignments to any of the field 
offices of the Quartermaster Corps. Al- 
though the age limit for these positions 
is 60 years, persons above that age may 
apply if they meet physical and other re- 
quirements. Such persons would not be 
given permanent appointment but would 
be listed according to qualifications for 
filling defense needs which could not be 
satisfied by normal civil service means. 
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Excess Profits Problems 

(Continued from page 307) 
that much investment, the fair market 
value of the consideration would have 
to be considered rather than the actual 
liability represented by the bonds. 
However, if I were preparing a re- 
turn I would not claim as invested 
capital the par value or the face value 
of the bonds for which the corporation 
is liable. 

I think that position should be sus- 
tained ultimately because at some stage 
the bond representing $1,000 was is- 
sued for consideration paid in equal to 
$1,000 subject to the bond discount 
factor which would be amortized over 
its life and would tend to reduce that. 
If the bond discount has been amor- 
tized, it already has been charged off 
against earnings. 


Question No. 5 


1. When the average base period net 
income of the parent Company is the 
amount determined under Section 713 
(f) (increased earnings in the last half 
of based period), and since the average 
base period net income determined under 
this sub-section is greater than the high- 
est excess profits net income for the tax- 
able year 1939 (the greatest year in the 
base period) plus the constructed excess 
profits net income of a subsidiary for 
1939 (as described below), and as it is 
desired that a Consolidated Excess Profits 
Tax Return be filed, and since the sub- 
sidiary was not in existence until June 
16, 1939 and therefore the excess profits 
net income of the subsidiary must be a 
constructed income, as provided in Sec- 
tion 713 (d) (2), presumably the Con- 
solidated Excess Profits Credit will be 
the sum of 


(1) The excess profits net income of the 
parent corporation for the year 1939, 
plus 


(2) The constructed net income of the 
subsidiary for 1939. 
Is that the case? 


MR. COOPER: We now come to a 
situation involving base period in- 
come, and it really reflects this: A par- 
ent corporation is in existence for the 
full year 1939; a subsidiary is organ- 
ized during the year, specifically June 
16, 1939; and the question asks, 
“What is the consolidated base period 
income for those two companies ?”’ 

You realize that base period income 
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is, in effect, a computation of the sepa- 
rate incomes of the two companies 
with certain intercompany adjustments, 
the two being added together. In- 
come statements are not consolidated 
quite as they would be for accounting 
purposes, but the adjustments made 
come pretty close to accomplishing the 
same result. It is important, however, 
to remember that there is a separate 
computation of the base period income 
of each company and therefore, if a 
corporation was not in existence for 
the entire four years in the base 
period, and is entitled to use the in- 
come method, it would compute its 
constructive income just as though a 
separate return had been filed. The 
result is merely added to or deducted 
from the income of the companies in 
the group. 

Therefore, this corporation which 
was organized the 16th of June, 1939, 
can compute its constructive base 
period income for the first part of the 
year up to June 16th, 1939, and for 
prior years. The important question 
not asked here is, ‘How do you figure 
that constructive income?” It is im- 
portant because the regulations pro- 
vide that there must be excluded in 
figuring the opening invested capital 
of January 1, 1940, which is the basis 
for computing constructive income, 
any intercompany investment. It might 
happen that the parent corporation or- 
ganized the subsidiary, paid the capital 
in it, and has no other capital at Jan- 
uary 1, 1940. Its constructive income 
might therefore be zero, but if you 
can figure out a constructive income 
under the regulations it can be in- 
cluded. 

CHAIRMAN ALDEN C. BRETT: 
Are there any comments or questions 
from the floor relevant to the points 
Mr. Cooper has made ? 

VISITOR: In relation to the first 
question: Speaking of the elimination 
of earnings and profits, they say at the 
date on which the subsidiary becomes 
a member of the affiliated group, own- 
ing 95 per cent. of the holdings, one 
may acquire ninety per cent. of a cor- 
poration, and run it for ten years. At 
that time you eliminate earnings at- 
tributable to the ninety per cent. hold- 
ings. 


MR. COOPER: I agree with you. 
It is one of the points on which the 
regulations are probably not as fair as 
they should be. One eliminates in the 
case of a cash consideration or where 
there is no basis carried forward the 
earnings and the investment attribu- 
table to the stock as of the date of af- 
filiation. It is quite true that you might 
have 90 per cent. of the stock or 94.9 
plus and not 95, and any earnings 
that may have been realized during 
that entire period when 94.9 per cent. 
of the stock was held must be excluded 
when it becomes 95 per cent. and af- 
filiation starts, regardless of the fact 
that the company has been, in effect, 
fully controlled during the entire 
period. 


Question No. 6 


In 1930 Corporation “A” purchased the 
assets of Corporation “B” subject to its 
liabilities. The purchase price was $20,- 
000,000, plus 300,000 shares of the Com- 
mon Stock of Corporation “A”. This 
Common Stock was delivered to Corpora- 
tion “B” and was paid to the Stockhold- 
ers of Corporation “B” as a liquidating 
dividend. At the time of the purchase 
the stock of Corporation “A”, which 
was listed on the New York Stock Ex- 
change, was quoted at $80 per share. The 
book value of this Common Stock of 
Corporation “A” on the books of Cor- 
poration “A” at the same time was $60 
per share. 

After the purchase a new Corporation 
“C”, successor to Corporation “B’, was 
set up as a wholly owned subsidiary of 
Corporation “A”. The net worth of Cor- 
poration “C” was originally shown as 
$44,000,000 ($20,000,000 plus 300,000 
times $80), reflecting the market value of 
the Common shares delivered to Corpo- 
ration “B” in the purchase. 

After the purchase it was found that 
it was advisable to discontinue certain 
production previously carried on by Cor- 
poration “B”. The discontinuance of this 
work rendered idle a substantial amount 
of facilities and the value of the plant 
was, therefore, reduced $6,000,000. The 
net worth of Corporation “C” was ac- 
cordingly written down by this amount, 
so that the final valuation established 
on the books represented the book value 
of the stock of Corporation “A” given 
to Corporation “B” at the time of pur- 
chase rather than the market value as 
originally set up. 

In, determining the invested capital for 
Corporation “A” and subsidiaries con- 
solidated, would the parent company be 
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4152 divided by 12 is a very simple 
problem in arithmetic. 

It looks a bit confusing, of course, 
if you use a bathing beauty as a sym- 
bol for one, a sailboat for two, a 
fiddle for three, and so on—though 
there’s no reason except conve- 
nience and convention why you 
shouldn’t. (They’re much more in- 
teresting than the symbols “1,” “‘2,” 
**3,”" etc.) 

We're not advocating the reform, 
of course . ; ; merely making the 


point that figures, as employed by 
Business and Industry, zre symbols, 
meaningless except in terms of dol- 
lars, or customers, or carloads, or 
what have you. 


And, in this modern blitzworld, 
yesterday’s figures are almost as 
obsolete as yesterday’s headlines. 
Management must have access to 
accurate, up-to-the-minute, intelli- 
gently interpreted figures if its 
decisions are to be sound and profit- 
able. That’s where ‘““Comptometer 


Economy” comes into the picture. 
For, with Comptometer adding- 
calculating machines, and modern 
Comptometer methods, Manage- 
ment is able to command morefigure 
work in less time at lower cost. 

Felt & Tarrant Manufacturing 
Company, 1734 North Paulina Street, 
Chicago, Illinois. 


COMPTOMETER 


REG. U.S. PAT. OFF. 


ADDING-CALCULATING MACHINES 
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Excess Profits Problems 
(Continued from page 310) 
justified in figuring the investment in 
Corporation “C” on the basis of the 
market value of $80 per share for the 
Common Stock, given at the time of 
purchase, as originally set up, or on the 
basis of the book value of $60 per share 
at which it was finally shown on the 
books of Corporation “‘C” after the write- 

down of asset values? 


MR. COOPER: At first glance this 
seems a rather involved question, but 
it boils down to a rather simple prob- 
lem. We are concerned with three 
corporations—"A,”” which acquires the 
stock of ‘“‘B” for cash and its own 
shares, and “C,” which subsequently 
succeeds to “‘B” by taking over, I as- 
sume—and must assume, though it is 
not stated—all the assets of Corpora- 
tion “B’; and we are concerned with 
the consolidated invested capital of 
“A” and “C,” these transactions hav- 
ing taken place in 1930. 

Our first problem is to determine 
whether or not Corporation “‘A,” 
when it acquired the stock of ‘‘B,” did 
so on a basis that involves determin- 
ing its cost by reference to the pred- 
ecessor owner's basis. In other words, 
was that an exchange under which 
Corporation ‘‘A” can take as its basis 
for the stock of “B’” what it actually 
paid for it, or must it go back to the 
basis of the stock in the hands of the 
people who owned it prior to “A’s”’ 
acquisition ? 

There is nothing in the question 
that will give the answer to that, so for 
the moment I shall assume that “A” 
is entitled to use its own cost and does 
not have to revert back to the pred- 
ecessor owner’s cost. I assume that 
because the question then involved is 
whether ‘‘A’’ can use as its cost the 
$20,000,000 cash, plus $80 a share for 
its own stock, or $60 per share for its 
own stock, the $80 being the price at 
which the stock is quoted at the mar- 
ket—being apparently a listed stock— 
and the $60 being the book value of 
the stock of ‘‘A’s’” books. 

Assuming that “A” can take as its 
opening basis the cost of the stock to 
it, that cost is measured by the cash 
plus the value of its own shares. The 
value of its own shares probably is 
$80, being the price at which it is 
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quoted on the stock exchange. How- 
ever, one must be careful here because 
it does not necessarily follow that un- 
der any and all circumstances the price 
at which shares may be traded on the 
exchange represents the fair market 
value. There have been cases in which 
“blockage” questions have been intro- 
duced, or in which it has been held 
that the volume of transactions is not 
indicative of market value, and even 
the Rogers case in which they said, in 
effect, that the boom prices of 1929 
were haywire. There have been cases 
in which it was held that the market 


‘value as indicated by stock exchange 


quotations is not the fair market value; 
so you might not be able to use the 
$80. However, the market value, 
where there are sufficient transactions, 
generally has been accepted as evi- 
dencing the fair market value of the 
shares issued. 

Starting on that premise, Corpora- 
tion “A” would be entitled to use as 
its cost for the stock of ‘‘B” the $20,- 
000,000 cash plus $80 a share, which 
amounts to $44,000,000 in the aggre- 
gate. We start at that point. Then 
Corporation ‘'B” transfers the proper- 
ties to Corporation “C.” This, I as- 
sume, happened in 1930. There is 
nothing to indicate whether the com- 
panies then filed consolidated returns 
or separate returns. We may have had 
an intercompany transaction during 
the consolidated return or we may 
have had a different kind of transac- 
action. We might have had a non- 
taxable exchange or reorganization 
when “B’’ transferred the property to 
“C’ and I shall assume that, for one 
reason or another, the stock of “C’ 
in the hands of Corporation “A” then 
takes as its basis whatever the stock of 
“B” cost; in other words, that there 
was neither a gain nor a loss in that 
1930 switch from ‘‘B” stock to “C” 
stock, which brings us down to the be- 
ginning of the taxable year wherein 
Corporation ‘““A’’ now owns the stock 
of “C’ at a basis of $44,000,000, 
which is the market value of its shares 
issued in 1930 plus the cash. 

The question then deals with a sub- 
sequent write-down of facilities on the 
books of “‘C” because they abandoned 
some operations and therefore wrote 


down the cost of their facilities to the 
extent of $6,000,000, which coinci- 
dentally gets down to the book figure 
for “‘A’s” stock, rather than market 
value; but that is not material. We 
must decide whether that $6,000,000 
constituted a realized loss arising out 
of the abandonment of facilities or 
was really a mark-down in value not 
due to the abandonment. That also 
was not indicated. 

I shall assume that it was merely a 
write-down in value and not a realized 
loss due to the abandonment of the 
properties. They declined in value, 
but that depreciation is not recognized 
so long as there is neither abandon- 
ment nor obsolescence to write off in 
that form; so that at the beginning of 
1940 we find that Corporation “A” 
has acquired and owns the stock of 
‘“C’—not on the basis of a predecessor 
owner’s cost, but its own cost. We 
must exclude, therefore, the consoli- 
dated invested capital, which is a sepa- 
rate computation of each company, be- 
ing figured separately. We exclude 
from Corporation “C’ computation 
the capital and surplus at the date of 
acquisition of “B.” 

What has happened since then in 
the form of operating results, whether 
it be a deficit or earnings, is added to 
(in the case of earnings) or deducted 
from (in the case of a deficit) the ac- 
cumulated earnings of Corporation 
“A” 

We do not exclude the earnings and 
surplus as of the opening of the tax- 
able year, but the earnings and sur- 
plus or deficit as the case may be, as 
well as the capital at the date the com- 
pany became a subsidiary and any sub- 
sequent earnings, are brought into 
the consolidated surplus or deficit. 

Are there any questions on that be- 
fore I go to the next question? 

MR. ROBERT N. MILLER:* Mr. 
Cooper, one of my partners has sug- 
gested a couple of angles on that, 
which might involve controversy. You 
have mentioned it somewhat; that 
is, whether that was a recognizing or 
a non-recognizing transaction. He 
points out that the Supreme Court in 


*Mr. Robert N. Miller, of Miller & 
Chevalier, attorneys, of Washington, D. C. 
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and answers on the im- 
portant problem of visi- 
bility as it is now affect- 
ing businesses through- 


out the country. 
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Why should employers be concerned about 

the visibility of the duplicated copies being 

read in their plants? 
Authorities say reading is, in a sense, an 
unnatural task of near-vision imposed 
on eyes by civilization. More than 40% 
of all workers in the 30-40 age group 
have defective vision—and the eyes of 
office employees are engaged in reading 
of some kind or other 71% of the time. 
It’s doubly important—for efficiency and 
comfort—to provide duplicated copies 
of high visibility. 

What standards have been set for visibility? 
School textbooks have been standard- 
ized to the established criteria of visi- 
bility—type size, type face design, line 
length, leading, paper and ink all being 
considered, for the protection of the nor- 
mal eyesight of children. 


Are there visibility standards for duplicated 

materials? 
Yes. It has been shown* that copies pro- 
duced with Mimeograph equipment can 
be comparable in visibility to standard- 
ized textbooks. You can give your de- 
partment similar sight protection—with 
copies that require less time to read, 
cause less eye fatigue, and reduce chances 
for error—with the Mimeograph dupli- 
cator and Mimeograph brand supplies. 


What about costs? 
You need pay no more for sight-protect- 
ing instructions, work orders, job tick- 
ets, forms, and reports produced on the 
Mimeograph duplicator—and in many 
instances, Mimeograph equipment is 
now paying for itself in savings. 

How can I know whether duplicated copies 

now being used in my department meet 

visibility standards? 
Check your copies against The Visibility 
Yardstick—and judge for yourself. You 
can get a copy free by telephoning the 
Mimeograph representative in your com- 
munity—or by sending the coupon to 
A. B. Dick Company, Chicago. 


*Luckiesh and Moss, Sight-Saving Review, Volume 
9, 1939, p. 295. 


A. B. DICK COMPANY 

Dept. K-841 

720 W. Jackson Blvd., Chicago, Ill. 
Send me a free copy of The Visibility Yardstick. 
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Excess Profits Problems 

(Continued from page 312) 
the Grauman and the Bashford cases 
has raised a question peculiar to these 
situations, where a company gets assets 
and immediately shoves them into a 
subsidiary. The Supreme Court says 
that if the company issuing the securi- 
ties immediately, according to the 
plan, shoved them into a subsidiary, 
the parent was not a party to the re- 
organization and it was not a non-rec- 
ognizing transaction, which is in line 
with your assumption. 

Another thing he pointed out about 
this case, which I thought worth men- 
tioning—it might be said that this cor- 
poration started with a lot of invested 
capital which was fixed at the start and 
had some money on hand and used 
some of that money—$20,000,000— 
just to shift assets. In that case, the 
addition to invested capital would 
have to do only with the stock. Here 
it issued stock for not all of these as- 
sets but such part of the assets propor- 
tional to the stock. 

Those two questions, I thought, 
were interesting side lights on rows 
that might develop if this were a real 
case. 


MR. COOPER: I think that brings 
up another point that might well be 
mentioned here, because I skipped it 
in answering this specific question. 
The consolidated regulations—and 
this is a question on consolidated in- 
vested capital—require the computation 
of invested capital of each com- 
pany, separate computations with cer- 
tain additions or deductions required 
to get down to what is tantamount to 
consolidated invested capital on a bal- 
ance sheet statement. However, there 
are two provisions dealing with what 
might be called the elimination of 
intercompany investments, with the 
basis depending on how the parent 
company acquired the stock of the sub- 
sidiary. 

I asked whether there was a carry- 
forward basis, with the basis of the 
subsidiary’s stock in the hands of the 
parent being determined by reference 
to some other owner's basis. If that 
is so, the parent company’s invested 
capital starts only with the predeces- 
sor owner's basis; that is to say, the 
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amount paid in as the consideration 
for the stock that is recognized for the 
parent company’s invested capital com- 
putation as it would be on a separate 
basis, the basis of the assets so ac- 
quired, not the cost or the value of the 
shares issued. Thus if that is the 
amount included in the parent com- 
pany’s invested capital the adjustment 
is merely to eliminate that amount, 
and it makes no difference to what the 
subsidiary company’s invested capital 
or surplus amounts. The amount of 
the basis that is included is taken out 
and, peculiarly enough, the deduction 
is made in the computation of the par- 
ent company. But when the stock is 
acquired on some other basis, the in- 
vested capital and accumulated earn- 
ings of the subsidiary are eliminated 
and the elimination made in the sub- 
sidiary’s computation. It makes no 
difference what the parent company 
paid for the stock and its invested capi- 
tal is taken out of the subsidiary’s fig- 
ures. If the parent paid a million dol- 
lars for stock of the subsidiary that 
had at that time invested capital of a 
million and one half, the million and 
one half would be excluded; but if 
that stock were acquired on a Cafry- 
forward, the million and one _ half 
would be included but the million 
taken out. 

That is one of the peculiar provi- 
sions in the consolidated returns regu- 
lations. Therefore, it might make a 
tremendous difference in the invested 
capital if this original transaction in- 
volved a carry-forward basis, and, as 
has been pointed out we are not so 
sure what that means when a third 
company is involved. 


Question No. 7 


One of the member subsidiaries of a 
group which it is intended to consoli- 
date for purposes of the Excess Profits 
Tax has been reporting its income for 
purposes of the Federal Income Tax on 
the basis of a fiscal year ending August 
31, whereas the other members of the 
consolidating group have been reporting 
on a calendar year basis. How will the 
Treasury Department arrive at the in- 
come for this corporation to be included 
in the 1940 consolidated return to be 
made by the parent corporation? By far 
the greater proportion of the earnings 
of the subsidiary are realized in the last 
four months of the calendar year. 


MR. COOPER: This question in- 
volves the case of a fiscal year of an 
affiliate and a calendar year of a par- 
ent; and as to that, I am sorry to say 
that the regulations are not as clear as 
they might be. 

They state, first, that the affiliate or 
affiliates must adopt the same account- 
ing year as the parent. In other words, 
you can not consolidate a fiscal year 
and a calendar year. The parent com- 
pany’s taxable year is controlling. A 
subsidiary must adopt that same fiscal 
year. But our problem is, when does 
the fiscal year of the subsidiary have 
to change and what happens in the 
case, as in this illustration, of a com- 
pany that uses August 31? Assuming 
that it had a twelve-month period, 
would it be taxable for excess profits 
on income up to August 31, 1940? 
If it filed a separate return, there is no 
question about excluding that income. 
The parent company, let us say, files 
a calendar year 1940 return. Must 
the subsidiary’s income, for the first 
eight months of 1940, go into that 
consolidated return or do you pick 
up only the last four months’ income ? 

I have concluded, subject to further 
study of the regulations, that the in- 
come for the eight months would not 
be included because the subsidiary 
must change its fiscal year, so if the 
subsidiary is to do this, it must make 
the change as of December 31, 1940, 
so that it would then have a short 
period return or short period account- 
ing for four months and inasmuch as 
it makes that change and cannot make 
it before the end of 1940, it would 
pick up only the four months’ income. 
The remaining eight months would 
be in its own return for the twelve 
months ended August 31. 

The problem will be serious in 1941 
but not quite as bad as in 1940, be- 
cause it is not a question of what kind 
of excess tax; it is a question of 
whether it is picked up at all for ex- 
cess profits tax. As I say, the regu- 
lations are not clear, but that has been 
my interpretation of it. 

(Mr. Cooper writes that since the 
conference he has studied further the 
regulations relating to the question 
presented and, as a result, has changed 
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As essential as materials and man 
power are the figures that keep 
materials moving toward sched- 
uled assembly points—that help 
employers meet payrolls promptly 
—and that furnish management 
with up-to-the-minute statistics on 
which to base quick decisions. 


As defense production proceeds, 
it becomes more and more evident 
that the figure-facts so essential 
to business in normal times are 
still more essential when there 


are fewer minutes to spare. 


Just as business has relied on 
Burroughs for fast, modern figur- 
ing equipment throughout the 
past half-century, so government 
and industry now rely on Bur- 
roughs to provide the prompt, 
accurate figure-controls so neces- 
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Excess Profits Problems 
(Continued from page 314) 


his opinion. He now advises that it 
is his opinion that the income of every 
subsidiary for the full twelve months 
of the consolidated taxable year— 
which is the taxable year of the par- 
ent company—must be included in the 
consolidated return regardless of what 
fiscal year may be used by the sub- 
sidiary. 

(Hence, Mr. Cooper advises, under 
the facts presented, the subsidiary’s 
income for the twelve calendar months 
of 1940 must be included in the con- 
solidated return, if such should be 
filed, even though on a separate re- 
turn basis the subsidiary’s income for 
the months of January to August, in- 
clusive, would not be subject to ex- 
cess profits tax. The provisions of 
Reg. Sec. 33.32 will apply in convert- 
ing the fiscal year incomes to the cal- 
endar year basis.—The Editor) 


Question No. 8 


The writer is treasurer of a subsidiary 
company which conducts a large farm 
and, therefore, is directly interested in 
the problem. 

The Farms Company has always de- 
ducted in full, for Federal tax purposes, 
expenditures for materials, labor, and the 
like placed in the ground, although for 
book purposes has placed a value on the 
crops in the ground, and also a value 
for certain other materials such as lime, 
manure and fertilizer which have a carry- 
over value at the end of the year to the 
Farms as a going concern. 

We believe that the method used for 
book purposes is as scientific as pos- 
sible, but despite this fact the Income 
Tax Unit has insisted that these certain 
expenditures be practically upon a cash 
basis regardless of the treatment on the 
books. Their treatment, I understand, is 
consistent with the treatment accorded 
farms in general, and ordinarily would 
not be particularly detrimental to the 
farm as long as it produced only annual 
crops. 

In 1936, for the first time in our ex- 
istence, we started the development of 
extensive asparagus beds, which are not 
cropped for several years, which develop- 
ment resulted in substantial expenditures 
in the years 1936 to 1939 inclusive, from 
which little or no income was received 
in those years. The writer personally 
tried to ascertain from the local income 
tax unit, through the Agent, whether or 
not these expenditures could be capital- 


The Controller, August, 1941 


ized and amortized, or depreciated over 
the life of the crop. The Agent was rather 
indefinite in his reply, but seemed to feel 
as though he should not alter the former 
procedure charging as expense the entire 
amount spent in any year. 

The importance of different treatment 
for tax purposes was not apparent until 
the enactment of the recent Excess Profits 
Tax Law. This particular company, due 
to the income tax unit’s procedure of 
not allowing as inventory at the year end 
any of our major expenditures, has made 
the excess profits credit based on in- 
vested capital of no value in computing 
such credit, and forces us to use the 
four year average income method. It 
would seem as though the expenditures 
for developing a crop such as asparagus, 
which is somewhat similar to develop- 
ing an orchard, should be classed in 
prior years income tax computation either 
under 17-B or “C” or even might be 
classed as item 18, although it does not 
specifically qualify. The above references 
are to Form 1121—revised March, 1941. 

Do I understand that item 18, which 
covers “capitalization of expenditures for 
advertising or promotion of good-will” 
is restricted specifically to advertising, or 
could it be construed to comprehend 
other expenditures which might properly 
be capitalized. Also would item 17-b 
“abnormal expenditures for intangible 
drilling and development costs,” include 
development costs other than connected 
with such drilling, or is this specific item 
applicable only to certain companies in 
which the intangible drilling is involved. 

Certainly if this situation does not fit 
in with either of the above items, it 
should properly be included as 17-C 
which covers “other abnormal deduc- 
tions.” Assuming that it can be classed 
as one of the three items mentioned 
above, what must be done to prior years’ 
taxes in order to support such inclusion? 
Is it understood that under certain cir- 
cumstances the development referred to 
could be capitalized and additional taxes 
paid for the base years and the subse- 
quent year burdened with the amortiza- 
tion of such development for both normal 
and Excess profits taxes, or is the adjust- 
ment restricted in effect to the increase 
of the average income for the prior years 
only as it affects the credit for excess 
profits tax? It might be well to state 
that the crop can be given a fairly ac- 
curate life, as a matter of fact just as ac- 
curate as is usually possible in determin- 
ing depreciation of fixed assets. 

I realize the above is rather involved, 
particularly my explanation of it, but if 
there is time I would like to have the 
above questions answered. 


MR. COOPER: This question in- 
volves two problems, as I see it; per- 


haps you can make it three. The farm 
is apparently operating without inven- 
tory of its crops. Therefore, it does 
not reflect in income at the end of each 
year the value of its growing crops. 
It takes in only the cash income real- 
ized from sales. 

However, when the farm expends 
substantial sums not for ordinary an- 
nual crops but for the purchase and 
development of asparagus roots, which 
are not annual affairs but apparently 
live for a computable length of time, 
another point must be considered. 

You have an element, I think, of 
capital expenditure, and it seems to 
me that the expenditure for that pur- 
pose ought to be classified just as you 
would classify the purchase of, let us 
say, orange trees for the development 
of an orange grove. However, the 
questioner thinks that the revenue 
agent will not allow those items to be 
treated as capital expenditures. Ap- 
parently, he has taken that up. There 
may be a question then of whether 
1936 or other base period year re- 
turn during which the farm absorbed 
the cost of this development of aspara- 
gus roots was an incorrect return and 
ought to be changed by disallowing 
the expense. This, of course, would 
bring the case under Section 734 and 
would require an adjustment of the in- 
come tax for those base years. The 
correction could be made regardless of 
the limitations statute. 

The next problem arises if we as- 
sume that the agent is correct, and 
that these expenditures are not to be 
capitalized and should not have been 
capitalized in the first place under the 
method of accounting the taxpayer has 
followed, which, as I said, was to not 
inventory the crops. 

Our next question: Is the expendi- 
ture an abnormal deduction of a type 
that might be adjusted under Section 
711? The regulations on that section 
are not out as yet. My own guess 
would be that if it is substantial in 
amount it could qualify as an adjust- 
ment under Section 711 because it is 
an abnormal deduction and apparently 
not the kind of deduction that this 
farm had for a period of years prior. 
Of course, it would be subject to all 
the limitations of Sections 711, which 








would involve the amount of similar 
expense incurred in the current year 
and deducted for excess profits tax 
purposes. Obviously, you could not 
reinstate the 1936-7-8-9 items and de- 
duct similar items in 1940. 

The third possibility involves an ad- 
justment under Section 721. That at- 
tacks it from the other angle, not in- 
creasing the base period income which 
might increase the exemption but elim- 
inating the current income under Sec- 
tion 721 on the ground that it is ab- 
normal income resulting from develop- 
ment over a period of years prior. 

Frankly, I am not enough of a farm 
specialist to know whether you could 
really classify it that way, but it seems 
to me that is a possibility that should 
be considered. 


Question No. 9 


A company was merged as of June 1, 
1936, and the acquiring Corporation 
elected under Section 808 of the Revenue 
Act of 1936 to take as the basis for de- 
preciation and gain or loss computations 
the basis of stock to the acquiring Cor- 
poration. The book loss at merger sus- 
tained by the acquiring Corporation is 
excluded from its accumulated earnings 
and profits by Par. 501 (2nd 40) while 
Sec. 718 (b) (4) excludes the same element 
from “loss on tax-free liquidation”; con- 
sequently it seems that a merger which 
meets the conditions described in the last 
sentence of Sec. 113(a)(15) has no effect 
on the invested capital of the acquiring 
Corporation. However, the question of 
depreciation as computed on that portion 
of transferee’s basis allocated to the de- 
preciable assets of the merged company 
presents some difficulty particularly in 
respect of the reserve for depreciation for 
the portion so allocated. 

Should accrued depreciation on the 
amounts so allocated be computed on the 
same basis as accrued depreciation has 
been computed on the assets to which 
such allocation has been made? 


MR. COOPER: I am going to give 
you my answer to what I think the 
question means. It refers to a merger 
that fell under 112(b) (6), non-tax- 
able, but in a year in which the tax- 
payer had the right to elect to carry 
over as the basis of the assets of the 
subsidiary, not its cost but an amount 
equal to the parent company’s invest- 
ment in the stock. You recall there 
was a year in which that was the basis 
provided by statute and when the law 
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was changed to involve requiring the 
parent to take over the subsidiary’s 
basis, they still left in the law that 
section applying to one year under 
which taxpayers could elect to use as 
the basis of all assets the cost of the 
stock surrendered. 

The book loss at the time of the 
merger is not recognized in the com- 
putation of the invested capital of the 
parent because it elected to take as its 
basis the cost of the stock. The ques- 
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tion, as asked, deals with the depre- 
ciation which presumably must be ap- 
plied to the assets of the subsidiary 
and the question asked is, how should 
that depreciation be allocated ? 

That goes into the question of how 
you should allocate, in the first place, 
the parent campany’s investment in the 
stock over the various assets that it 
has acquired from the subsidiary. I 
think the proper way would be to as- 
certain the value of the several assets 
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of the subsidiary, applying market 
value, I should say, to your current 
assets, and then allocate what is left 
over all the other assets, which would 
include the depreciable assets. 

In getting at the value of assets, de- 
preciation sustained must be taken off 
—not necessarily what might have 
been allowed for tax purposes. In the 
old days we would normally have 
taken over the cash receivables and in- 
ventories at current values, plant as- 
sets at appraised value, and put the 
rest into good will. I think that could 
not be applied in this case. I think 
you would have to make an allocation 
based on the value of the several as- 
sets that you have to adjust back to 
the cost of the stock, and in figuring 
the value of depreciable assets the 
amount to be deducted should be the 
accumulated sustained depreciation, 
not necessarily what may have been 
deducted for tax purposes. However 
we do not allocate anything to depreci- 
ation reserve as such—it comes into 
play only as it affects the value of the 
depreciable assets. 


Question No. 10 


What do the consolidated invested cap- 
ital and consolidated admissible assets 
amount to for excess profits tax purposes 
in the following hypothetical case: 


BALANCE SHEETS 














Company B 
Company A (wholly-owned 
Assets (Parent) subsidiary) 
Investment in Com- 
pany B, at cost $ 600,000 $ — 
Other assets (all ad- 
missibles) 3,000,000 1,000,000 
$3.600.000 $1,000,000 
Liabilities & Capital 
Sundry liabilities $1.000,000 $ 500,000 
Capital stock 2,600,000 500,000 
$3.600.000 $1,000,000 








Assume that neither company has any 
accumulated earnings and that each com- 
pany’s issued capital stock ($2,600,000 and 
$500,000) represents its invested capital. 
It will be noted that Company A paid 
$600,000 for the stock of Company B 
($500,000). 


MR. COOPER: This question gives 
us a very simple case in which we can 
indicate how invested capital is com- 
puted on a consolidated basis. I must 
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inject two different possibilities, first, 
where the cost of the investment of the 
parent in the subsidiary is the result 
of a carry-forward from some pred- 
ecessor owner. Let us assume for the 
moment that it was. 

We go through the computation in 
this manner. We compute the amount 
of A’s invested capital to be $2,600,- 
000 less the $600,000 investment in 
B; in other words, we deduct from 
“A” the basis of the subsidiary’s stock. 
That gives us $2,000,000 for Company 
“A.” We then compute Company 
“B's” invested capital on its own basis 
and find it is $500,000. We add the 
two together. 

There are no inadmissible assets be- 
cause in computing inadmissible assets 
we eliminate intercompany stock hold- 
ings so that these companies, having 
no other investments of the inadmissi- 
ble type, there will be no adjustment. 
That gives us invested capital of 
$2,500,000. 

Now, I have skipped the question 
of intercompany distributions after af- 
filiation and prior to the beginning of 
the year, intercompany transactions 
which might have affected the surplus 
of the companies. But so far as this 
illustration goes there is no surplus, 
and I am assuming none of these other 
transactions in the interim. The con- 
solidated invested capital would be 
$2,500,000. 

The next possibility involves all B's 
stock having been purchased for cash 
(or acquired on some other non-carry 
forward basis) at ome time, so we 
don’t have first the acquisition of 95 
per cent. and maybe 4 per cent. later 
and 1 per cent. still later. We com- 
pute the invested capital of Company 
“A” at $2,600,000. We make no ad- 
justment for the inadmissible assets or 
stock in ‘‘B.’” Then we come to ‘‘B.” 
We must exclude the capital stock. I 
am assuming now that ‘‘B” had out- 
standing this $500,000 worth of capi- 
tal stock at the time “A” acquired all 
its stock. We exclude the capital at- 
tributable to the shares owned by “A,” 
which is $500,000. The illustration 
gives no surplus. If ‘‘B” had no accumu- 
lated earnings or surplus at the date 
when ‘'A’’ acquired its stock we stop 


right there, so that our invested capi- 
tal then would amount to $2,600,000 
because we exclude the $500,000 of 
“B,” leaving ‘“B” with nothing. 

Again, we would have no inadmissi- 
ble assets to adjust because for that 
purpose we disregard intercompany in- 
vestments. If, however, at the date 
“B” was acquired by “A,” “A” hap- 
pened to have a surplus of $100,000, 
which it lost in the meantime, we 
would have to deduct or exclude that 
$100,000, winding up with “B” hav- 
ing a minus invested capital of $100,- 
000; and the regulations specifically 
say that in these computations you 
might have a minus quantity for one 
company. ‘‘B” would then have a 
minus $100,000, constituting a deficit, 
and if “A” happened to have a sur- 
plus, that $100,000 would have to 
come out of ‘‘A’s” surplus, and the 
net result would be $2,500,000. In the 
illustration there is no surplus, and 
since there is no deduction for a net 
deficit, we would stop at $2,600,000, 
but if you change this question just a 
little bit and provide ‘‘A’”’ with, let us 
say, $2,000,000 of capital and $600,000 
of surplus, then your consolidated sur- 
plus would be only $500,000 and your 
invested capital $2,500,000. 


Question No. 11 


In connection with the inconsistency 
provision Sec. 734 added to the excess- 
profits tax law in 1941, will this provi- 
sion be applied against the taxpayer in a 
case in which the inconsistency results in 
a decrease in the taxpayer’s excess-profits 
credit for the current year? For example, 
an item was allowed in invested capital 
twice in the determination of 1917 ex- 
cess-profits tax. In determining the in- 
vested capital for the current year, the 
taxpayer claims it only once. Would Sec. 
734 authorize an increase in the excessive 
profits tax paid for 1917? 


MR. COOPER: This question deals 
with the application of 734, the incon- 
sistency provision. The question asks, 
“Will this provision be applied against 
the taxpayer in a case in which the in- 
consistency results in a decrease in the 
taxpayer's excess profits credit for the 
current year?” 

If the inconsistency results in de- 
creasing the taxpayer's excess profits 
credit for the current year, that, of 





oO oO Nw 


| cess profits tax paid for 1917?” 
t I do not think that because they 1. Find the average hourly rate 4. Add total piecework earn- 
, made a mistake in 1917 by including 2. Find the overtime rate ings and overtime earnings to 
. something in invested capital twice, 3. Find the overtime earnings find gross earnings. 
S that apna date include it twice this @ The Printing Calculator, with its 10-key, touch-method key- 
y year or if not you are inconsistent. I board, and its printed tape recording a permanent proof of every 
think that when one computes his in- calculation, can hold its own on this four-step job, in competition 
vested capital for 1940, he takes the with multiple-key, dial-answer, ordinary calculators. 
item into invested capital once, and But ... our Figure Service Department has devised a one-step 
makes no adjustment of 1917 taxes. method which cuts every calculating hour to 30 minutes: in one 
The current year tax will be more than swift, printed calculation you secure total earnings ($33.51), 
, if the item were included twice. multiplying total piecework 
: earnings ($32.64) by a factor 
7 , (1.0266) from the table which 
a Question No. 12 every Remington Rand salesman 
in “If the inconsistency occurs in the de- can quickly draw up to yous 
ts termination of the excess profits credit specifications. It’s your special 
ec, on the invested capital basis but this table, based on your hour- 
al credit is less than on the average income week and your preferred & 
si basis would the adjustment in prior years hour breakdown, 4ths, = 
* tax nevertheless be authorized under Sec- G6ths, 10ths or 60ths. 
tion 734?” 
” MR. COOPER: My conclusion on CALL THIS SALESMAN —A QUALIFIED 
that is, no, because it must be an in- FIGURE-EXPERT — TODAY! 
ls consistency in determining the tax for The man who sells the Printing Calculator is more than a 
n- 1940 and if you do not use the in- salesman — he’s a methods specialist in his own right. He 
S, vested capital basis there is no incon- knows how you can save time and money in calculating 
st sistency erithi respect to an item affect- payrolls, costs, depreciation, interest, discount, percentage 
1 ‘ete elie. “hea aaeannail danas eat of all kinds. Send for him— phone your nearest branch 
& y ; ee 5 office, or write to Remington Rand Inc., Buffalo, New York. 
ed The fact that there might have been 
ne . . . . . ° 
an inconsistency on invested capital is Th R m g R d 
not material because that is not a factor e e i n to n “i n 
“i in determining the 1940 tax in this bs > 
ts 
f | rintin alculator 
(Please turn to page 320) 


course, would increase the tax for the 
current year. If there is a decrease in 
the excess profits credit, consequently 
an increase in the tax, then 734, if it 
is to be applied at all, is to be applied 
in the taxpayer's favor, not against 
him. If an item has been treated in- 
consistently in a prior year and if its 
correction in the current year’s compu- 
tation increases the tax, the Commis- 
sioner is changing the treatment for a 
prior year, and therefore 734 could 
result only in a benefit to the taxpayer. 

The example given does not fit in 
with this first question, however. The 
example given is: ‘An item was al- 
lowed in invested capital twice in the 
determination of 1917 excess profits 
tax. In determining the invested capi- 
tal for the current year, the taxpayer 
claims it only once. Would Section 
734 authorize an increase in the ex- 


There’s FAR MORE to this “Figuring 


Wizard” THAN 


FOR EXAMPLE: 





"ONLY 





@ How do you calculate overtime for piecework employees? 
The orthodox way to do this job is: 







Noiseless, Stondard, Portable Typewri 





Rand 


MEETS THE EYE! 





«++ Adding, Calculating, Book ing, Punched-Card Accounting Machines . 
«- Kardex Visible Systems, Record Protection, Filing Methods and Equipment, Loose-leaf Devices . . . Photographic 


ingte 
Reming CAN FURNISH 
EVERY OFFICE NEED 


Records Equipment . .. Typewriter Supplies . . . Duplicator Supplies . .. and other Precision Products including the 
famous Remington Rand Dval Close-Shaver — Dealers, Soles and Service Offices in 517 Cities | 











320 


Excess Profits Problems 
(Continued from page 319) 


Question No. 13 


If the Government holds for invested 
capital purposes that $100 par value stock 
was worth only $90 a share, would the 
retirement of a portion of such stock at 
$105 a share reduce earnings and profits 
by $15 a share or by $5 a share? 


MR. COOPER: My conclusion here 
is that it would reduce earnings and 
profits to the extent of $15 a share if 
there is to be an allocation between 
capital paid in and accumulated earn- 
ings. Fundamentally, of course, you 
run into the problem of the govern- 
ment not recognizing what the books 
recorded, and in computing your tax 
liability if it makes any difference, it 
will not recognize the book account- 
ing. I can not quite imagine in what 
case it would make a difference, as the 
$15 would still be a distribution out 
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of earnings or capital. If the com- 
pany has $15 a share of earnings, there 
is a distribution of earnings; if it has 
not, it is all or partially out of capital, 
and the distribution of capital comes 
out, anyway. 


Question No. 14 


This company proposes to file a con- 
solidated excess profits tax return. One 
of the subsidiaries, the common stock of 
which is solely owned by the parent com- 
pany, has some preferred stock in the 
hands of the public. This preferred stock 
has a right to elect five representatives (a 
minority) on the Board of Directors of 
the company. Beyond this, it has no vot- 
ing rights other than those vested in it 
under the laws of the State in which it 
was incorporated. Is this stock non-vot- 
ing within the meaning of Section 730 
(d) (2), or are we prevented from in- 
cluding it in the consolidation? 


MR. COOPER: This question in- 
volves a consolidated excess profits tax 


return. The question really involved 
is whether preferred stock that has 
certain limited voting rights—that is, 
rights to elect five of the directors, is 
stock within the meaning of Section 
734. You recall that a consolidated 
return can be filed only if the parent, 
or the group as a whole if there are 
more than two, owns ninety-five per 
cent. of the stock of the subsidiary. 

The term stock is defined to exclude 
non-voting stock that is limited and 
preferred as to dividends. This prob- 
lem hits the non-voting feature, but it 
dces not cover the other factors. If 
that stock happens to have some vot- 
ing rights, but is still limited and pre- 
ferred as to dividends, I think it would 
be excluded and the company could 
file a consolidated company return if 
the group owns 95 per cent. of the 
non-voting, non-limited, non-preferred 
stock. 


What Makes Accountant Professional 


Some one must have made inquiry 
recently of the Wage and Hour Divi- 
sion of the Department of Labor 
concerning the question whether ac- 
countants were subject to the provi- 
sions of the Fair Labor Standards 
Act. At any rate a three-page release 
on the subject has been issued by that 
Division. It quotes Section 13(a) (1) 
of the Act: 

“Sec. 13. (a) The provisions of 
section 6 and 7 shall not apply with 
respect to (1) any employee em- 
ployed in a bona fide executive, ad- 
ministrative, professional, or local 
retailing capacity, or in the capacity 
of outside salesman (as such terms 
are defined and delimited by regula- 
tions of the Administrator) ; 

“An employee employed in bona 
fide ‘professional’ capacity is defined 
in the Regulations Part 541 as fol- 
lows: 

“Any employee who is 
“(A) engaged in work— 


(1) predominately intellectual 
and varied in character as opposed 


Told by Wage Hour Experts 


to routine mental, manual, me- 
chanical, or physical work, and 

(2) requiring the consistent 
exercise of discretion and judg- 
ment in its performance, and 

(3) of such a character that the 
output produced or the result ac- 
complished cannot be standardized 
in relation to a given period of 
time, and 

(4) whose hours of work of the 
same nature as that performed by 
nonexempt employees do not ex- 
ceed 20 per cent. of the hours 
worked in the workweek by the 
nonexempt employees; provided 
that where such nonprofessional 
work is an essential part of and 
necessarily incident to work of a 
professional nature, such essential 
and incidental work shall not be 
counted as nonexempt work; and 

(5) (a) requiring knowledge of 
an advanced type in a field of 
science or learning customarily ac- 
quired by a prolonged course of 
specialized intellectual instruction 
and study, as distinguished from a 


general academic education and 
from an apprenticeship, and from 
training in the performance of 
routine mental, manual, or physical 
processes; or 


(b) predominantly original and 
creative in character in a recog- 
nized field of artistic endeavor as 
opposed to work which can be 
produced by a person endowed 
with general manual or intellectual 
ability and training, and the result 
of which depends primarily on the 
invention, imagination, or talent 
of the employee, and 


(B) compensated for his services on a 
salary or fee basis at a rate of not 
less than $200 per month (exclu- 
sive of board, lodging, or other 
facilities) ; provided that this sub- 
section (B) shall not apply in the 
case of an employee who is the 
holder of a valid license or certif- 
icate permitting the practice of 
law or medicine or any of their 


(Please turn to page 327) 
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State Unemployment 
Compensation and Old-Age 
Pensions Liberalized 


Down in Texas, Governor Lee 
O’Daniel was elected to the post of 
United States Senator in July on a 
campaign platform which placed a lib- 
eralized social security law ahead of 
the national defense program in im- 
portance. Representative Lyndon John- 
son, running on all-out-for-defense 
ticket with the express approval of 
President Roosevelt, emerged a close 
second. 

And in other States, social security 
legislation has grown in political im- 
portance, with a definite trend toward 
liberalization of benefits to be paid 
the unemployed and the aged. 

More than 3,000 social security bills 
were introduced in 43 legislatures dur- 
ing the first half of 1941, and more 
than 300 laws have been enacted, or 
more than ever before on this subject 
in a similar period of time. 

Weekly unemployment benefit rate 
schedules had been raised in 16 states 
by June 1, and in 25 states duration of 
unemployment benefits had been in- 
creased and the waiting periods re- 
duced. 

Eleven states had liberalized the 
amounts to be paid the aged under 
state old-age pension laws, according 
to reports of June 1. Arizona, Flor- 
ida, Indiana, Michigan, Nevada, Ore- 
gon, Rhode Island, and West Vir- 
ginia raised the maximum payable to 
old-age pensioners to the $40 limit of 
the Federal Act, which provides for 
matching state pensions costs with 
federal money up to $40 per pen- 
sioner. 

Some states increased their maxi- 
mum pension grants, others liberal- 
ized their eligibility provisions, and 
Indiana, Nebraska, Nevada, and Rhode 
Island abolished liens on the property 
of the pensioner. 

Additional state taxes had to be 
levied to meet the increased expenses 
occasioned by the liberalization of un- 
employment and old-age benefits. 


Oklahoma and Kansas chose a sales 
tax, Maine adopted a two-cent gaso- 
line tax and Oregon a two-cent cig- 
arette tax, and Texas levied sales taxes 
on special commodities while also tax- 
ing natural resources. Washington will 
use a property tax. Florida has author- 
ized counties to levy property taxes 
for welfare funds, while the state has 
imposed new taxes on horse-race bet- 
ting. Arkansas legislated a two per 
cent. gross receipts tax and has ear- 
marked receipts from sale of state 
lands and from fees obtained in title 
disputes for the old-age pension fund 
Nebraska has allocated 20 per cent. 
of state gasoline tax receipts to sup- 
port old age pensions. 

A Senate Committee, with Senator 
Downey of California, a supporter of 
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the California Townsend Plan, as 
Chairman began hearings on a study 
of old-age pension plans July 14. 
Previously, most activity of old-age 
pension enthusiasts had occurred in 
the House. 

A national view of the average pen- 
sions paid by the 48 states showed, on 
April 1, a variance from $7.87 in 
Arkansas to $37.87 in California. 


New Desk Model Check Writer Introduced 

A new desk model machine just re- 
leased by one of the larger office equip- 
ment manufacturers is said to bring in- 
creased protection, speed, and economy 
to bill receipting and check writing and 
signing. 

The operator merely slides the check 
or receipt into the chute, indexes the 
amount on the keyboard, and depresses 
the motor bar, the machine automatically 
writing the date or consecutive number, 
safeguarding the amount, accumulating 
the amount in a locked-in total, and sign- 
ing the form with an authorized signa- 
ture. 

Both the signature die and the accumu- 
lated total figures are under lock and 
key, and the machine itself can be com- 
pletely locked to prevent its use by an 
unauthorized person. 
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New Members Elected to Controllers 
Institute In One Year—233 


THE CONTROLLERS INSTITUTE OF 
AMERICA ddded two hundred and 
thirty-three members to its roster in 
the period August, 1940-July, 1941, 
bringing its membership at the end of 
July, 1941, to 1,560. 

Presented alphabetically, the names 
of the members elected during the pe- 
riod indicated, are: 


W. G. ABERNETHY 
The Central Foundry Company, New 
York City. 
HERBERT L. ADAMS 
Buffalo Athletic Club, Inc., Buffalo. 
LisLE W. ADKINS 
Reynolds Metals Company, Sheffield, Ala- 
bama. 
FLoyp A. AKINS 
Avon Products, Inc., New York City. 
Roy L. ALBORG 
O’Cedar Corporation, Chicago. 
C. S. ALEXANDER 
T. R. Miller Mill Company, Inc., Brew- 
ton, Alabama. 
ROBERT P. ALEXANDER 
Pure Milk Association, Chicago. 
RAYMOND D. ALLEN 
Auto-Ordnance Corporation, New York 
City. 
JOHN D. ANDERSEN 
Marshall Field & Company, Chicago. 
C. J. ANDERSON 
Atlantic Gulf and West Indies Steamship 
Lines, New York City. 
R. A. ANDERSON 
Anglo-Chilean Nitrate Corporation, New 
York City. 
THOMAS F. ARMSTRONG 
Eastern Air Lines, Inc., New York City. 
NEVILLE R. ASHCROFT 
Scott & Bowne, Broomfield, New Jersey. 
LESLIE ASPIN 
Red Star Yeast & Products Company, 
Milwaukee. 
ELtiotr W. ATKINSON 
Lion Oil Refining Company, El Dorado, 
Arkansas. 
H. WILLIAM BAER 
Waterbury Button Company, Waterbury, 
Connecticut. 
ROBERT OSBORNE BAKER 
The University of Kansas City, Kansas 
City, Missouri. 
RussELL G. BAKER 
Atlanta Laundries, Inc., Atlanta. 
S. L. BARBERA 
Moore-McCormack Lines, Inc., New 


York City. 
WALTER A. BARNHART 
The Cuno Engineering Corporation, 


Meriden, Connecticut. 
ALFRED T. BARR 
Merrimac Hat Corporation, Amesbury, 
Massachusetts. 
JOHN R. BaRTIZAL 
Esquire, Inc., Chicago. 
MERLE BECKER 
W. C. McBride, Inc., St. Louis. 


Car_ T. BERGESON 
Standard Oil Company (Indiana), Chi- 
cago. 
PHIL J. BERNER 
Phoenix Hosiery Company, Milwaukee. 
THURBER H. BIERCE 
Atlantic Utility Service Corporation, New 
York City. 
RAYMOND L. BISCHOFF 
Kearney & Trecker Corporation, Milwau- 
kee. 
FREDERIC E. BISHOP 
Virginia Bridge Company, Roanoke, Vir- 
ginia. 
STANLEY T. BLAIR 
Cluett, Peabody & Company, Inc., Troy, 
New York. 
RoBERT G. BLooM 
Lukens Steel Company, Coatesville, Penn- 
sylvania. 
LEONARD BOLSTER 
Kollsman Instrument Division of Square 
D Company, Elmhurst, L. I., New York. 
E. W. BourKE 
American Snuff Company, Memphis. 
BERT O. BRAND 
Scully Steel Products Company, Chicago. 
Douc Las L. BRENNEN 
Reed-Prentice Corporation, 
Massachusetts. 
JosEPH V. Britt 
Unitcast Corporation, Toledo. 
RICHARD A. BROOKS 
General Petroleum Corporation of Cali- 
fornia, Los Angeles. 
HENRY W. BROWN 
Kelley Manufacturing Company, Hous- 
ton, Texas. 
JostaH D. Bruce, JR. 
A. P. de Sanno & Son, Inc., Phoenixville, 
Pennsylvania. 
BurTON P. BRUCKMAN 
The Meyercord Company, Chicago. 
Davin W. BRUMBAUGH 
Time Incorporated, New York City. 
EpMUND S. Bubp 
The Cooper-Bessemer Corporation, Mt. 
Vernon, Ohio. 
T. S. BurRcH 
First National Bank, Kansas City, Mo., 
Kansas City, Missouri. 
Harry F. BurGess 
Union Hardware Company, Torrington, 
Connecticut. 
MICHAEL J. CADEN 
Rustless Iron and _ Steel 
Baltimore, Maryland. 
Harry L. Camp 
The Borden Company, Néw York City. 
FRANCIS Er1c CARPENTER 
Manitowoc Shipbuilding Company, Mani- 
towoc, Wisconsin. 
Gay CARROLL 
Humble Oil & Refining Company, Hous- 
ton, Texas. 
STANLEY F. CHITTICK 
Simonds Saw and Steel Company, Fitch- 
burg, Massachusetts. 
Aucust C. CHRISTIANSEN 
Pratt & Letchworth Company, Inc., Buf- 
falo, New York. 


Worcester, 
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Kart G. CLEMENT 
Vick Chemical Company, New York 
City. 

L. S. CLINE 
American Hoist & Derrick Company, St. 
Paul, Minnesota. 

RoBeErT S. Coons 
Interstate Bakeries Corporation, Kansas 
City, Missouri. 

THERON G. COUNCILOR 
Copperweld Steel Company, Glassport, 
Pennsylvania. 

Morris ARNOLD Cox 
William Volker & Company of Missouri, 
Inc., Kansas City, Missouri. 

Cari O. CRAIG 
Arrowhead and Puritas Waters, Inc., Los 
Angeles. 

Francis L. DABNEY 
Landers, Frary & Clark, New Britain, 
Connecticut. 

S. CHAPLIN Davis 


Baltimore Salesbook Company, Balti- 
more, Maryland. 
I. J. DEVOE 


The Lincoln Telephone and Telegraph 
Company, Lincoln, Nebraska. 
JosepH U. DIEHL 
Pennsylvania Water & Power Company, 
Baltimore, Maryland. 
PauL G. DRESCHER 
Associated Hospital 
York, New York City. 
Emit ECKARDT 
Cramp Shipbuilding Company, Philadel- 
phia. 
CLARENCE E. EISENMANN 
George La Monte & Son, Nutley, New 
Jersey. 
WILLIAM EvANS 
The Pioneer Rubber Company, Willard, 
Ohio. 
HAROLD FEARON 
American International Underwriters Cor- 
poration, New York City. 
M. A. FERRIS, JR. 
Merchants Terminal Corporation, Balti- 
more, Maryland. 
N. MoGENS FLEMMING 
Worcester Salt Company, New York 


Service of New 


City. 
C. BRUCE FLICK 
Hawaiian Pineapple Company, Ltd., 


Honolulu, Hawaii. 
JAMES W. FLYNN 
Sheffield Steel Corporation, Kansas City, 
Missouri. 
HENRY DuBois FowLER 
The Fuller Brush Company, Hartford, 
Connecticut. 
JAMES ROGERS FRAZIER 
Southwestern Bell Telephone Company, 
Kansas City, Missouri. 
MILTON M. FRITCH 
Saks Fifth Avenue, New York City. 
JOHN W. GARRETT 
John R. Thompson Company, Chicago. 
DoNALD G. GIBSON 
Rubberset Company, Newark, New Jer- 
sey. 








Jor GIBSON 
The Rath Packing Company, Waterloo, 
Iowa. 
J. B. GILBERT 
Sonoco Products Company, Hartsville, 
South Carolina. 
CHARLES H. GORDON 
Seattle-First National Bank, Seattle. 
LUKE E. GRAHAM 
Aero Supply Manufacturing Company, 
Inc., Corry, Pennsylvania. 
ROLF GRIEM 
A. M. Byers Company, Pittsburgh. 
Maurice E. GRIFFIN 
Woodall Industries, Inc., Detroit. 
THOMAS M. GRIFFIN 
Terminal Warehouse Company, New 
York City. 
WALTER H. HALLERBERG 
Illinois Pure Aluminum Company, Le- 
mont, Illinois. 
ELMER P. HARDENBERGH 
Westates Petroleum Corporation, San 
Francisco. 
WILLIAM A. HASKINS, JR. 
Manville Jenckes Corporation, Manville, 
Rhode Island. 
W. M. HAwkKINs 
Parke, Davis & Company, Detroit. 
Henry B. Hays 
Eimer & Amend, New York City. 
JosEPH P. HEALEY 
Curtiss Wright Corporation—Airplane 
Division—Buffalo Plants, Buffalo, New 
York. 
HERMAN C. HEISER 
Crown Can Company, Philadelphia. 
Witspur W. HETZEL 
Stromberg-Carlson Telephone Manufac- 
turing Company, Rochester, New York. 
EvERETT M. HIcks 
Norton Company, Worcester, Massachu- 
setts. 
FREDERICK R. HOISINGTON, JR. 
Price Stabilization Division of Advisory 
Commission to the Council of National 
Defense, Washington, D. C. 
WiLLarD D. Holt 
Provident Mutual Life Insurance Com- 
pany, Philadelphia. 
Frep F. Hoyt 
Carrier Corporation, 
York. 
WALTER RICHARD HUMMEL 
United Wallpaper Factories, Inc., Chi- 
cago. 
H. H. HUMPHREYS 
American Lumber & Treating Company, 
Chicago. 
HAROLD JANNEY 
The Reynolds & Reynolds Company, 
Dayton, Ohio. 
LEROY JOHN 
Kansas City Wholesale Grocery Com- 
pany, Kansas City, Missouri. 
HENRY L. JUNGE 
Underwood Elliott Fisher Company, 
New York City. 
RAYMOND P. KAESSHAEFER 
American Water Works and Electric 
Company, Inc., New York City. 
STANLEY H. KAmpP 
Kroger Grocery & Baking Company, 
North Kansas City, Missouri. 
FRANCIS O. KANEHL 
The Ohio Boxboard Company, Rittman, 
Ohio. 
ALoIs KAUFMANN 
The Seamen’s Bank for Savings, New 
York City. 
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Lioyp C. KELLER 
Firestone Rubber & Latex Products Com- 
pany, Fall River, Massachusetts. 
HAROLD HowarD KENDALL 
Detroit Creamery Company, Detroit. 
WILLIAM A. KENDRICK 
Inland Steel Company, Chicago. 
A. R. KENNY 
Automatic Instrument. Company, Chi- 
cago. 
EpwarD M. KERWIN 
E. J. Brach & Sons, Chicago. 
ALFRED F. KESSLER 
Chain Belt Company, Milwaukee. 
ALVIN K. KETTERING 
The A. S. Kreider Shoe Company, Ann- 
ville, Pennsylvania. 
J. H. Keys 
Illinois Iowa Power Company, Decatur, 
Illinois. 
Louis O. KIEHBORTH 
The Black-Clawson Company, Hamilton, 
Ohio. 
BENJAMIN A. KIEKHOFER 
Union Refrigerator Transit Lines, Mil- 
waukee. 
E. C. KIELKOPF 
Koppers Company—Minnesota Division, 
St. Paul, Minnesota. 
Epwarp C. KIMBALL 
L. A. Young Spring & Wire Corpora- 
tion, Detroit. 
IRVING KIMBALL 
Parks-Cramer Company, Fitchburg, Mass- 
achusetts. 
LESTER L. KINSEY 
The M. O'Neil Company, Akron, Ohio. 
C. J. KUSHELL, JR. 
Electric Household Utilities Corporation, 
Chicago. 
WiLuiaM E. LANG 
Fort Pitt Hotel, Inc., Pittsburgh. 
RAYMOND A. LAUB 
George Laub’s Sons, Buffalo, New York. 
ALFRED R. LAUER 
Stokes, Packard & Smith, Inc., Philadel- 
phia. 
Myron C. Law 
Frederick & Nelson, A Division of Mar- 
shall Field & Company, Seattle. 
MAURICE T. LINDQUIST 
Kroger Grocery & Baking Company, 
Cincinnati. 
CHARLES B. LUNSFORD 
The Equitable Life Assurance Society of 
the United States, New York City. 
C. R. MACFARLAND 
The Schlichter Jute Cordage Company, 
Philadelphia. 
Dubey S. MALLORY 
Industrial Rayon Corporation, Cleveland. 
F. EDwARD MALMBERG 
James Lees & Sons Company, Bridgeport, 
Pennsylvania. 
GILBERT MALONEY 
Braniff Airways, Oklahoma City, Okla- 
homa. 
WALTER S. MARCH 
The Central Trust Company, Cincinnati. 
W. P. MARSH, JR. 
U. S. Industrial Alcohol Company, New 
York City. 
GEORGE C. MATHEWS 
Northern States Power Company, Min- 
neapolis, Minnesota. 
J. EUGENE MATTHEWS 
American Stores Company, Philadelphia. 
MarTIN F. Matz 
H. Fendrich, Inc., Evansville, Indiana. 
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WARREN M. MAULE 
Petroleum Finance Corporation of Texas, 
New York City. 

OrviLLE H. MCCLELLAND 
South Penn Oil Company, Pittsburgh. 

JAMES E. MCMULLEN 
The Colorado Fuel and Iron Corporation, 
Denver, Colorado. 

Louis J. MEINERS 
The Piqua Munising Wood Products 
Company, Cleveland. 

G. MENGER 
Central Power and Light Company, 
Corpus Christi, Texas. 

ROBERT R. MERKLE 
Schick Dry Shaver, Inc., Stamford, Con- 
necticut. 

DUNCAN MERRIWETHER 
Réhm & Haas Company, Inc., Philadel- 
phia. 

WALTER H. METTELMAN 
Automatic Products 
waukee. 

HERBERT H. MIEBACH 
A. H. Bull Steamship Company, New 
York City. 

HowarD MILLER 
Cowham Engineering Company, Chicago. 

RALPH W. MILLER 
University of Cincinnati, Cincinnati. 

ROBERT MILLER 
The Kansas Power Company, Great 
Bend, Kansas. 

DoNALD C. MILLS 
Gimbel Brothers, Inc., Milwaukee. 

GLENN Moore 
Automatic Canteen Company of America, 
Chicago. 

JOHN G. Moss 
A. J. Lindemann & Hoverson Company, 
Milwaukee. 

EpwarD H. MUELLER 
V. Mueller & Company, Chicago. 

JoHN J. MULCAHY 
The Port of New York Authority, New 
York City. 

THomas D. MUMFORD 
American Machine and Metals, Inc., 
East Moline, Illinois. 

JosEPH A. MURPHY 
Pepsi-Cola Company, Long Island City, 
New York. 

GEORGE E. MYERS 
Ball Brothers Company, Muncie, Indiana. 

CHARLES J. NEUMEISTER 
Crane & Co., Inc., Dalton, Massachusetts. 

Cover B. NEWMAN 
Crown Cork & Seal Company, Inc., Balti- 
more, Maryland. 

A. F. NortTH 
Allen-Bradley Company, Milwaukee. 

ROBERT E. NOWLAND 
John J. Felin & Co., Inc., Philadelphia. 

LYMAN W. OEHRING 
The Lufkin Rule Company, Saginaw, 
Michigan. 

Victor J. OLEARO 
American Type Founders, Incorporated, 
Elizabeth, New Jersey. 

F. W. PEAKE 
George A. Breon & Co., Inc., Kansas 
City, Missouri. 

HAROLD V. PEARSON 
American Mineral Spirits Company, Chi- 
cago. 

Lewis C. PERKINSON 
American Cyanamid Company, New York 
City. 

WALTER J. PFIZENMAYER 
The Commercial National Bank and 
Trust Company, New York City. 
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JosEPH C. POLZNER 
The Cleveland Trust Company, Cleve- 
land. 
JOHN M. PopkKEss 
City Bond & Mortgage Company, Kan- 
sas City, Missouri. 
M. E. PRIcE 
Thompson Products, Inc., Cleveland. 
Epwarp C. Prior-LEAHY 
Lawyers Trust Company, New York City. 
LyLE M. PROUSE 
Sperry Gyroscope Company, Inc., Brook- 
lyn, New York. 
HARLEY T. PYLES 
Fairmont Aluminum Company, Fairmont, 
West Virginia. 
K. J. RALPH 
New Jersey Bell Telephone Company, 
Newark, New Jersey. 
CHARLES E. RAMSAY 
Rand McNally & Company, Chicago. 
U. D. RANKIN 
Fifth Zone Constructing Quartermaster 
for the War Department, Columbus, 
Ohio. 
WILLIAM J. RANSOM 
The Wm. S. Merrell Company, Cincin- 
nati. 
ROBERT G. RAUSCHER 
Warner Company, Philadelphia. 
JOHN A. READ 
Peter Cooper Corporation, Gowanda, 
New York. 
WILFRED REETZ 
Stewart-Warner Corporation, Chicago. 
F. EARL REUWER 
Baltimore, Maryland. 
JosEPpH A. RITSON 
Chicago Pneumatic Tool Company, New 
York City. 
JAMES E. ROANTREE 
Anheuser-Busch, Inc., St. Louis. 
F. G. ROBERTS 
S K F Industries, Inc., Philadelphia. 
Dick RODDEWIG 
Poole Bros., Inc., Chicago. 
GEORGE W. ROONEY 
United States Steel Corporation, New 
York City. 
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Davin H. Rowe 
Cribben & Sexton Company, Chicago. 
Howarp E. RYAN 
Buhl Stamping Company, Detroit. 
CarL A. SAMUELSON 
John Sexton & Company, Chicago. 
ALVIN H. SCHETTLER 
Union Electric Company of Missouri, 
St. Louis. 
MILTON G. SCHILLER 
Davies-Young Soap Company, Dayton, 
Ohio. 
JOHN H. SCHNEIDER 
Montgomery Ward & Company, Inc., 
Chicago. 
J. J. SCHWANDER 
Pheoll Manufacturing Company, Chicago. 
PHitip W. ScoTT 
The Bryant Heater Company, Cleveland. 
NELSON O. SCOURFIELD 
Harris-Seybold-Potter Company, Seybold 
Division, Dayton, Ohio. 
JosEPH A. SECK 
Great Western Paint Mfg. Corporation, 
Kansas City, Missouri. 
ROBERT A. SEIDEL 
W. T. Grant Company, New York City. 
MEL J. SHAW 
The American Pad & Textile Company, 
Greenfield, Ohio. 
DANIEL M. SHEEHAN 
Monsanto Chemical Company, St. Louis. 
JosePH H. SHIELDS 
The Cudahy Packing Company, Chicago. 
Amos A. SHIFTY 
United Wallpaper Factories, Inc., Chi- 
cago. 
E. B. SHUCK 
Koppers United Company, Pittsburgh. 
W. E. SLAUGHTER 
Public Service Company of Oklahoma, 
Tulsa, Oklahoma. 
RAYMOND A. SMARDON 
The William L. Gilbert Clock Corpora- 
tion, Winsted, Connecticut. 
RALPH H. SMITH 
The Cleveland Electric Illuminating 
Company, Cleveland. 
ROBERT C. SMITH 
Merchants National Bank, Indianapolis, 
Indiana. 
R. GORDON SNODGRASS 
The Superior Oil Company, Los An- 
geles. 
HENRY K. STARK 
Kentucky Utilities Company, Lexington, 
Kentucky. 
WALTER W. STEGEMAN 
Wilson Brothers, Chicago. 
CHARLES S. STEVENSON 
Hall Brothers, Inc., Kansas City, Mis- 
souri. 
H. LELAND STRICKLAND, JR. 
Naumkeag Steam Cotton Company, Sa- 
lem, Massachusetts. 
JOHN B. TAYLOR 
Dixie-Vortex Company, Easton, Penn- 
sylvania. 
JAMES R. THOMAS 
The Montana Power Company, Butte, 
Montana. 
Davip W. THOMPSON 
Angelina County Lumber Company, 
Keltys, Texas. 
ERLIND H. THORSTEINSON 
Montgomery Ward & Company, Chicago. 


Bert V. TORNBORGH 
New York City. 

JAMES K. VAUGHAN 
Humble Oil & Refining Company, Hous- 
ton, Texas. 

JOHN WALTER VAUGHN 
The Central West Utility Company, Kan- 
sas City, Missouri. 

CALVIN A. VOLLMER 
The Axton-Fisher Tobacco Company, 
Louisville, Kentucky. 

CLAYRE R. VON GUNTEN 
Dohrmann Commercial Company, San 
Francisco. 

Cart A. WARDEN 
Salta Corporation—Virginia Rubatex Di- 
vision, Jersey City, New Jersey. 

ARTHUR W. WAINWRIGHT 
S K F Industries, Inc., Philadelphia. 

RALPH CARL WAMSER 
Cosgrove & Company, Inc., San Fran- 
cisco, 

S. K. WATERS 
Crown Central Petroleum Corporation, 
Houston, Texas. 

J. W. WATSON 
Shell Oil Company, Incorporated, New 
York City. 

Louis W. WEBSTER 
Thomas J. Lipton, Inc., Hoboken, New 
Jersey. 

J. Howard WHITE 
Shell Oil Company, Incorporated, San 
Francisco. 

W. D. WInsTON, Jr. 
Lufkin Foundry & Machine Company, 
Lufkin, Texas. 

WALTER F. WINTERHALTER 
Globe Knitting Works, Grand Rapids, 
Michigan. 

D. G. WISHART 
George Muehlebach Brewing Company, 
Kansas City, Missouri. 


NorMAN L. WITT 
The Angostura-Wuppermann Corpora- 
tion, New York City. 

Aucust H. WoBBE 
American Car & Foundry Company, New 
York City. 

RAYMOND M. WOLFE 
West Texas Utilities Company, Abilene, 
Texas. 

CHARLES E. WRIGHT, JR. 
The Univis Lens Company, Dayton, 
Ohio. 

CHARLES H. YARDLEY 
The Penn Mutual Life Insurance Com- 
pany, Philadelphia. 

RoGER A. YODER 
Detroit Steel Corporation, Detroit. 

JoHN H. YonrTs 
Union Finance Company, Kansas City, 
Missouri. 

Don F. ZEHRUNG 
National Screw & Manufacturing Com- 
pany, Cleveland. 

HENRY F. ZOELCK 
Reynolds Wire Company, Dixon, Illi- 
nois. 
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BOOK REVIEWS | 








“UTILIZATION OF CORPORATE PROF- 
ITS IN PROSPERITY AND _ DEPRES- 
SION,” by O. J. Curry, Associate Profes- 
sor of Business Administration, University 
of Arkansas. University of Michigan Press, 
Ann Arbor, Michigan. 131 pages. $1. 

Professor Curry in his preface says that 
this study is an attempt to meet the need 
for a thorough analysis of the earnings of 
specific enterprises over at least one com- 
plete cycle, with the objective of showing 
how much of the profitable period earnings 
were reinvested as compared with the 
amounts paid in cash dividends, how the 
withheld earnings were invested, and what 
eventually happened to the investment. 

The author questions the conclusions 
concerning the merits of surplus accumula- 
tion. The government does this too, as is 
evidenced by the various federal corpora- 
tion tax laws of the past few years and 
the new tax laws now before Congress. The 
reasons for the government’s attitude lie 
principally in the necessity for raising rev- 
enue, whereas the author’s concern is en- 
tirely for the stockholder who wonders 
what has happened to his expected divi- 
dends and to the market value of his stock. 

The author attempts to prove that the 
mere retention of earnings during periods 
of prosperity does not assure dividends at 
a later date. Fairly enough, he does not 
deplore the plowing back of earnings into 
an enterprise to strengthen the financial 
position, increase productive capacity, or 
for various other corporate needs; but he 
disputes the frequent statements by man- 
agement that dividends withheld in good 
years can or will be distributed in the bad 
years. Particularly he endeavors to show 
with the assistance of numerous tables that 
surplus does not provide a continuity of 
dividend returns. 

There is a discussion of the nature of 
corporate surplus which is in harmony with 
the accounting viewpoint as distinguished 
from that of the man in the street, who un- 
fortunately regards surplus as a ‘‘fund”’. 

The opinion is ventured that excess ca- 
pacity of corporations might have been 
much less, and the degression of the thirties 
less severe, if a more liberal dividend pol- 
icy had been followed through the profit- 
able twenties. 

The study ends with a bibliography and 
an index which are adequate. 

Those having to do with corporate af- 
fairs will find this monograph, the fifty- 
third in a series devoted to business studies, 
gives an interesting point of view on a con- 
troversial subject. 

Reviewed by RANDOLPH LANE. 


“PRODUCTION AND DISTRIBUTION 
THEORIES, The Formative Period,” by 
George J. Stigler. The MacMillan Com- 
pany, New York, Publishers. 392 pages. 
$3.50. 

Going back to the years 1870 to 1895 
for his material, Mr. Stigler has written 
here a competent critique of the theories 
of distribution which arose out of the 


theory of subjective value and were finally 
systematized into the theory of general 
marginal productivity. 

While Mr. Stigler’s book will prove of 
no practical value to controllers, who are 
more concerned with distribution than a 
theory of distribution, it may interest those 
with an academic interest in the background 
of modern economic theory. That the study 
Mr. Stigler has made is academic is shown 
by the fact that, during the period covered, 
when goods were being produced and dis- 
tributed, there was no theory of distribu- 
tion. 

Nine European economists and one 
American economist are studied with their 
relation to that body of contemporary 
theory known as neo-classical economics. 
Mr. Stigler says frankly that his work is ad- 
dressed to professional students of eco- 
nomics. 

Reviewed by J. LONGAN HAUuER. 


“1940 DEPARTMENTAL MERCHAN- 
DISING & OPERATING RESULTS,” by 
H. I. Kleinhaus, General Manager, Con- 
trollers’ Congress National Retail Dry 
Goods Association. Published by the Con- 
trollers’ Congress of the National Retail 
Dry Goods Association. 70 pages. $5. 

Creating new employment and _ conse- 
quently new purchasing power, the national 
defense program during 1940 brought a 
gain in volume of six per cent. over 1939 
to the larger department and apparel spe- 
cialty stores reporting to this study by the 
National Retail Dry Goods Association. 
Smaller stores drawing a larger proportion 
of their patronage from the lower salary 
and wage earner groups showed a gain of 
eight per cent. 

Since the Federal Reserve Board reported 
an increase of seven per cent. in sales of 
department stores for the calendar year 
1940—as well as a 14 per cent. gain for 
the first five months of 1941—there is every 
reason to believe that the N.R.D.G.A.’s re- 
port, with its breakdowns, is an accurate 
picture of departmental merchandising and 
operating for 1940. 

The report shows that department and 
specialty stores in 1940 increased their 1939 
operating profit 0.7 per cent. This was 
achieved by a 0.1 per cent. increase in gross 
margin and a 0.6 per cent. decrease in ex- 
penses. Mr. Kleinhaus says that the de- 
crease expense ratio was caused largely by 
increased volume rather than by more rigid 
expense control. 

Assuming that the last seven months of 
1941 will show the same degree of im- 
provement as that made in the first five, op- 
erating profits should be more than three 
per cent. for the year, according to Mr. 
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Kleinhaus. He adds, however, ‘Provided 
the emphasis of expense control is placed 
on dollars of expenditure rather than per- 
centages, and provided, further, the govern- 
ment takes no steps to limit margins or to 
restrict materially purchasing power.” 

A decrease in markdowns from the top 
figure of 7.2 per cent. reported in 1938 to 
6.3 per cent is seen by Mr. Kleinhaus as 
reflecting a slightly rising market as well as 
the more optimistic spirit prevailing as a 
result of advancing sales. 

It is interesting to note that in 1940 the 
sales yield per square foot of selling space 
for the “average” store rose $1 over the 
amount previously reported for 1938, bring- 
ing the 1940 figure to $32.00, which equals 
that for 1937, the highest of any of the 
years from 1935. 

Reviewed by J. LONGAN HAuER. 


Securities and Exchange Commission 
Accounting Course 

Rutgers University has announced the 
inauguration of an eight-week seminar 
course entitled: ‘Accounting Require- 
ments of The Securities and Exchange 
Commission for the Preparation of Finan- 
cial Statements”, which will be under 
the direction of Dr. Bernard Greidinger, 
C.P.A., a member of the firm of Beame 
and Greidinger of New York City. 

The seminar is to meet Wednesdays 
from 7 P.M. to 9 P.M., beginning Octo- 
ber 8, 1941. The course will include a 
discussion of accounting requirements of 
the S.E.C. under the four acts, financial 
statements to be filed under the 1933 and 
1934 acts, form and content of financial 
statements, consolidated and combined 
statements, accountants’ certificate, and 
some major accounting problems under 
the Holding Company Act of 1935 and 
the Investment Company Act of 1940. 


Labor Priorities Action To Be Planned 

A definite program of action involving 
labor priorities is expected to emerge 
from the annual meeting of the Interstate 
Conference of Employment Security 
Agencies (State Unemployment Compen- 
sation administrators) to be held at Co- 
lumbus, Ohio, October 1 to 3. 

Main emphasis will be placed upon 
the role of the employment service in 
the defense emergency, and unemploy- 
ment compensation is to be discussed in 
all particulars. The major discussion will 
center around such topics as training 
within industry, apprentice training, and 
labor supply, as they relate to the labor 
problems of defense. 





TIMELY FIGURES! 


Send your inventory and other emergency 
computations to a skilled organization of 
public calculators. Dependable results. 

ATLAS CALCULATING SERVICE 
25 E. Jackson Blvd. Chicago, Ill. 


























INSTITUTE ACTIVITIES 








NEW MEMBERS ELECTED 


At a meeting of the Executive Commit- 
tee of The Controllers Institute of Amer- 
ica, held July 21, 1941, the applicants 
named below were elected to active mem- 
bership in The Institute: 


THOMAS F. ARMSTRONG 
Eastern Air Lines, Inc., New York City. 

HENRY W. BROWN 
Kelley Manufacturing Company, Hous- 
ton, Texas. 

FRANCIS L. DABNEY 
Landers, Frary & Clark, New Britain, 
Connecticut. 

HENRY DuBois FOWLER 
The Fuller Brush Company, Hartford, 
Connecticut. 

DoNnaLp G. GIBSON 
Rubberset Company, Newark, New Jer- 
sey. 

RoLF GRIEM 
A. M. Byers Company, Pittsburgh. 

THoMas M. GRIFFIN 
Terminal Warehouse 
York City. 

JosEPpH P. HEALEY 
Curtiss Wright Corporation—Airplane 
Division—Buffalo Plants, Buffalo. 

Frep F. Hoyt 
Carrier Corporation, 
York. 

H. H. HUMPHREYS 
American Lumber & Treating Company, 
Chicago. 

RAYMOND P. KAESSHAEFER 
American Water Works and 
Company, Inc., New York City.’ 

ALoIs KAUFMANN 
The Seamen’s Bank for Savings, New 
York City. 

WILLIAM A. KENDRICK 
Inland Steel Company, Chicago. 

WILLIAM E. LANG 
Fort Pitt Hotel, Inc., Pittsburgh. 

JOHN J. MULCAHY 
The Port of New York Authority, New 
York City. 

THomMas D. MUMFORD 
American Machine and Metals, Inc., East 
Moline, Illinois. 

WALTER J. PFIZENMAYER 
The Commercial National Bank and 
Trust Company, New York City. 

M. E. PRICE 
Thompson Products, Inc., Cleveland. 

LyLE M. PROUSE 
Sperry Gyroscope Company, Inc., Brook- 
lyn. 

CHARLES E. RAMSAY 
Rand McNally & Company, Chicago. 

GEORGE W. ROONEY 
United States Steel Corporation, New 
York City. 
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MEL J. SHAW 
The American Pad & Textile Company, 
Greenfield, Ohio. 


RALPH H. SMITH 
The Cleveland Electric 
Company, Cleveland. 


R. GORDON SNODGRASS 
The Superior Oil Company, Los Angeles. 


H. LELAND STRICKLAND, JR. 
Naumkeag Steam Cotton Company, Sa- 
lem, Massachusetts. 

Davip W. THOMPSON 
Angelina County Lumber Company, Kel- 
tys, Texas. 

CARL A. WARDEN 
Salta Corporation—Virginia Rubatex Di- 
vision, Jersey City. 

W. D. WINSTON, Jr. 
Lufkin Foundry & Machine Company, 
Lufkin, Texas. 


WALTER F. WINTERHALTER 
Globe Knitting Works, Grand Rapids. 


Illuminating 


PERSONAL NOTES 


Mr. F. M. Kasch, Vice-President and 
Director of the Jewel Tea Company, Bar- 
rington, Illinois, and a member of the 
Chicago Control of The Controllers Insti- 
tute of America, resigned his position with 
that company July 12, for reasons of 
health. Mr. F. J. Lunding will take over 
the duties held by Mr. Kasch for the last 
seven years. 


Mr. Albert W. Price, formerly with 
Memphis Light, Gas & Water Division of 
the City of Memphis, Tennessee, is now 
connected with the Florida Power & Light 
Company, Miami, Florida. Mr. Price is a 
member of The Controllers Institute of 
America, with certificate number 1480. 


ACTIVITIES OF CONTROLS 


The first meeting of the coming season 
of the Syracuse Control is announced for 
September 16. A meeting of the Board 
of Directors will precede the meeting of 
the Control, which has the third Tuesday 
of each month as a regular meeting date. 
Mr. A. E. Woonton is chairman of the 
Program Committee. 

Opening dates of meetings of Controls 
for the coming season, according to estab- 
lished meeting dates, are: Buffalo, Sep- 
tember 2; Philadelphia, September 4; Kan- 
sas City, September 8; Cincinnati and 
Cleveland, September 9; Baltimore and 
Detroit, September 10; Dayton and Dis- 
trict of Columbia, September 11; Los 
Angeles, New York City and San Fran- 
cisco, September 18; St. Louis, September 
22; Chicago and Connecticut, September 
24; Indianapolis and Rochester, September 
24; Pittsburgh, September 29. 


326 


EGGERT PRESIDENT OF SAN 
FRANCISCO CONTROL 


The resignation in early July of Mr. 
Frank J. Meley, newly elected President 
of the San Francisco Control, whose busi- 
ness has taken him to New York City, 
necessitated a new election of the Con- 
trol, elevating Mr. Walter L. Eggert of 
the Pacific Manifolding Book Company 
to the Presidency. 

Mr. Eggert had been elected Vice-Presi- 
dent in the first voting. Elected to replace 
him as Vice-President was Mr. Owen T. 
Jones, Controller of the American Trust 
Company and originally elected Treasurer 
of the Control. Mr. William Webster of 
Bankamerica Company remains as Secre- 
tary of the Control, while Mr. J. Howard 
White of Shell Oil Company, Inc., was 
elected to replace Mr. Jones as Treasurer. 

Mr. George Benson, Hawaiian Pineap- 
ple Company, Limited, was elected to re- 
place Mr. White as Director. Continuing 
Directors are: Mr. T. Gartrell, General 
Metals Corporation; Mr. Alan H. John- 
ston, California and Hawaiian Sugar Re- 
fining Corporation, Ltd.; and Mr. Elmer 
C. Steele, Dean Witter & Company. 


Dayton Control Plans Program 
A luncheon meeting of the Dayton 
Control was held July 15 in the Van 
Cleve Hotel to discuss formation of a 
program for the new year, beginning in 
September. 


CORRECTION OF AN OVERSIGHT 


The preface to “Whose Balance Sheet Is 
It?”, a paper by Victor H. Stempf pub- 
lished in the May 1941 issue of THE Con- 
TROLLER, neglected to mention that the pa- 
per had been delivered before the April 14, 
1941 meeting of the New York State So- 
ciety of Certified Public Accountants and 
appeared in the May 1941 issue of The 
New York Certified Public Accountant. 


Armstrong Resigns as Controller of 
Marshall Field 


The Chicago newspapers of April 3 car- 
ried announcements of the resignation of 
Mr. Kenneth E. Armstrong as controller of 
Marshall Field & Company, terminating a 
22-year period in the executive offices of 
the company. 


EMPLOYMENT 


Young Certified Public Accountant 


Employed in accounting department of 
nationally known business firm, now desires 
a position in controller's office. College 
graduate, also Master's degree Harvard 
Graduate School of Business Administra- 
tion, and a certified public accountant (New 
York). Experience includes four years with 
outstanding public accounting firms and two 
years with present connection in head office. 
Age 31, married, moderate salary, no re- 
strictions with respect to location. Address 
No. 368 ‘The Controller.” 
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What Makes Accountant Professional 
(Continued from page 320) 

branches and who is actually en- 

gaged in the practice thereof.” 


The release then adds: ‘Any em- 
ployee who satisfies these conditions 
is exempt from both the wage and 
hour provisions. 

“There are, of course, many stages 
of professional expertness among ac- 
countants. It is clear that the ordinary 
bookkeeper who performs simple cal- 
culations is not a professional worker. 
We have also expressed the opinion 
that certified public accountants render- 
ing professional services may generally 
qualify under the exemption afforded, 
provided they are compensated on a 
salary or fee basis at a rate of at least 
$200 per month.” 

Now no one need have an excuse for 
not knowing what a professional is. 


COMMITTEE ON TECHNICAL 
INFORMATION AND RESEARCH 


The names of some of the members of 
the Committee on Technical Information 
and Research, of the Controllers Institute 
of America, were misplaced in the 1940 
Year Book. The complete list of members 
of the Committee is: 


Roy S. HoLpEN, Chairman 
Public Service Company of Northern II- 
linois, Chicago. 
FreD H. ALLEN 
The American Laundry Machine Com- 
pany, Cincinnati. 
ERNEST V. ANDERSON 
National City Lines, Inc., Chicago. 
Davip R. ANDERSON 
The Kendall Company, Walpole, Massa- 
chusetts. 
. F. BRANDT 
Swift & Company, Chicago. 
F. CHARLES BROWN 
National Geographic Society, Washing- 
ton, D.C. 
DupLey E. BROWNE 
Lockheed Aircraft Corporation, Burbank, 
California. 
RICHARD H. BROWNE 
Terminal Barber Shops, Inc., New York 
City. 
HERBERT P. BUETOW 
Minnesota Mining and Manufacturing 
Company, St. Paul, Minnesota. 
THOMAS P. CARLEY 
Reliance Manufacturing Company, Chi- 
cago. 
Wo. HERBERT CARR 
California Packing Corporation, San 
Francisco. 
WILLIAM R. CrosETT 
Nash-Kelvinator Corporation, Detroit. 
FRANZY EAKIN 
A. E. Staley Manufacturing Company, 
Decatur, Illinois. 
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HALLIE J. ENSIGN 


Willard Storage Battery Company, Cleve- 


land. 
LESTER W. FIELD 


Willcox & Gibbs Sewing Machine Com- 


pany, New York City. 
JOHN H. GILBERT 


Chase Brass & Copper Company, Water- 


bury, Connecticut. 
CHARLES HARRISON 
The Hoover Company, Canton, Ohio. 
GEORGE E. HALLETT 
Tung-Sol Lamp Works, Inc., Newark, 
New Jersey. 


BRIE 
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RALPH E. HEITMULLER 
Acacia Mutual Life Insurance Company, 
Washington, D. C. 

HERBERT E. HOLT 
The Palmer House, Chicago. 

J. FREDERICK HUNT 
Kimberly-Clark Corporation, 
Wisconsin. 

Harry F. Jopp 
Dictaphone Corporation, Bridgeport, 
Connecticut. 

CHARLES C. JARCHOW 
American Steel Foundries, Chicago. 


Neenah, 


AUTOMATIC 
CALCULATORS 


ACCURATE FIGURES 4 @ 
are an important factor in all defense plans and operations 


The Fridén Super-matic Tabulating Model “ST-10” 
provides figures RAPIDLY and ACCURATELY. Try 


these amazing Calculators on your own work. 


Fridén Automatic Calculators are Sold and 
Serviced by a Factory trained personnel in 
over 250 Company controlled Sales Agencies 
throughout the United States and Canada. 
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FRIDEN 
CALCULATING MACHINE CO. INC. 
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* NATIONAL DEFENSE AGAINST FIGURE ERRORS *® 


Imagine 


5,000,000 MATHEMATICAL CALCULATIONS 
TO “BLUE PRINT” A LARGE TRANSPORT! 


...and MARCHANT rolls out all the answers 
with top-speed and economy 


In aircraft factories as in all other de- 
fense industries, Marchant calculators 
are meeting every emergency in figure- 
work. No slow-downs! No bottle-necks! 
Marchant is always instantly ready to do 
any and every figure job— and do it 
easiest and fastest. 

Defense industries praise such work- 
speeding, error-preventing features as 
Marchant's Dials for All 3 Factors... 
Pre-Set Decimals ... One-Hand Key- 
board Control ... Simultaneous Multi- 
plication... and many other exclusive 
advantages. 

Marchant is the complete calculator 
—so simple to operate that even the 
“greenest” employee can use it— and 
so versatile that it can be kept busy all 
the time. Check up on Marchant per- 
formance... now! 


MARCHANT 


flout foced (NCULATORS 


MARCHANT CALCULATING MACHINE COMPANY 


Home Office: Oakland, California, U.S.A. 


Individuay 


City 


Sales Agencies and Manufacturer’s Service Stations in All Principal Cities Give Service Everywhere 
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Addres, “Wa 
aa ae 


J. F. LANE 
The Pepsodent Company, Chicago. 
RANDOLPH LANE 
The New York Quinine and Chemical 
Works, Inc., Brooklyn, New York. 
Davip McGILvRAY 
Seaboard Commercial Corporation, New 
York City. 
EpwarpD B. MILLAR 
Yardley of London, Inc., Union City, 
New Jersey. 
HERBERT J. NOBLE 
Taylor Instrument Companies, Rochester, 
New York. 
ROBERT R. PATTILLO 
Retail Credit Company, Inc., Atlanta, 
Georgia. 
RussELL M. RIGGINS 
Phillips Petroleum Company, Bartles- 
ville, Okla. 
JOHN L. VOGEL 
Signode Steel Strapping Company, Chi- 
cago. 
DoNALD B. WEBSTER 
The Garlock Packing Company, Palmyra, 
New York. 
CHARLES H. WESTBROOK 
Chicago and North Western Railway 
Company, Chicago. 
GEORGE B. WHITFIELD 
The Quaker Oats Company, Chicago. 
NorMAN L. WITT 
The Angostura-Wuppermann Corpora- 
tion, New York City. 


Meley’s Services Praised in 
Resolution of Control 


At a special meeting of the Board of 
Directors of the San Francisco Control, 
July 15, attended by Mr. Edward V. Mills, 
Vice-President of the National Organiza- 
tion, Mr. Mills moved that the following 
resolution be incorporated in the minutes, 
his motion being duly seconded and passed: 

WHEREAS, Frank J. Meley has recently 
resigned as President of the San Fran- 
cisco Control of the Controllers Institute 
of America to take a position in New York 
City, and 

WHEREAS Mr. Meley’s election to the 
Presidency was the result of the business 
and administrative of high order demon- 
strated by him in his service to The Insti- 
tute, and 

WHEREAS Mr. Meley has fulfilled every 
assignment with faithfulness and _ skill 
which have contributed greatly to the ad- 
vancement of the work of The Institute, 
now therefore be it 

RESOLVED that we, the Board of Di- 
rectors of the San Francisco Control of the 
Controllers Institute of America, do hereby 
express to Mr. Meley our sincere appre- 
ciation of his service and wish him the 
fullest measure of success in his future 
undertakings, and be it further 

RESOLVED that a copy of these resolu- 
tions be prepared and presented to Mr. 
Meley as a special token of our esteem, 
and that a copy also be filed with the Man- 
aging Director of The Institute at National 
Headquarters in New York City. 

Adopted this 15th day of July, 1941, 
at a specially held meeting of the Board 
of Directors. 

















The direct Route to KACTS 


COST Soe 
PAYROLL 
MATERIAL 
INVENTORY 


The accurate accounting and statistical reports which you re- 
quire are quickly available by employing the International 


Business Machines Service Bureau. 


Through the medium of punched cards and Electric Punched 
Card Accounting Machines, this Bureau will furnish Inven- 
tory Reports, Sales and Cost Records, Payroll Records, and 


many others. 


Branches of this Bureau, manned with expert operators and 
supervisors, are located in principal cities. They will coop- 
erate with you on a time or complete-job basis. Strict confi- 
dence, of course, is an underlying principle. Call your nearest 
International representative for complete information, or 
write direct to International Business Machines Corporation, 


590 Madison Avenue, New York, N. Y. 


INTERNATIONAL BUSINESS MACHINES CORPORATION 








Offices in oe Principal Cities 





7 DAYS’ FREE! BooKKEEPING DURING AUGUST 


KOLECT-A-MATIC—the world’s fastest ledger for 
machine or pen posting—saves one third of the book- 
keeping time formerly required for accounts receivable 
and accounts payable by this world famous furrier. 


One bookkeeping day in three free! Plus—new ease in 
preparing monthly reports, automatic aging of accounts, 
profitable collection control, simplified order editing 
and cash discount schedules automatically maintained! 


@ WRITE TODAY for your free copy of our illustrated 
Systems Narrator No. 521 which gives all the facts on how 
Kolect-A-Matic is saving money and providing new ac- 
counting control for A. Hollander & Son, Inc. Write today! 





Remington Rand Inc. 
Dept. CON-841 
Buffalo, New York 


Please send post-haste, Systems Narrator No. 521. 
No obligation, of course. 


Address 
City & State 








